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A. BACKGROUND OF THE ACT 


INTRODUCTION 
| orem trusts in the United States have received from 
Cc 


ongress, in the Investment Company Act of 1940, which 
became effective on November 1, 1940,’ a comprehensive and 
intricate guide to their future conduct. Their development over a 
period of twenty years had not been modified by government reg- 
ulation, except that they were expected to observe the general 
tules of conduct embodied in long-established laws relative to 
corporate organization, bankruptcy, fraud, blue-sky regulation, 
private contract, and perhaps a few quasi-fiduciary obligations 
found in the common law. That freedom was further limited by 
the provisions of the Securities Act of 1933, the Securities Ex- 
change Act of 1934, the Public Utility Holding Company Act of 
1935, the Maloney Amendment (1938) to the Securities Exchange 
Act of 1934, and the Trust Indenture Act of 1939. 
*The Act became law by presidential signature on August 22, 1940. Although 
several earlier institutions were based on the investment trust idea, the beginning of 
the movement toward widespread organization of investment trusts is most com- 


monly dated from the organization of the International Securities Trust of America 
in 1921. 
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A few states had followed the lead of the Securities Division of 
Ohio in establishing substantial requirements regulating the sale 
of investment trust securities within their borders.? But, despite 
these additional laws which covered a broad range of activities en- 
gaged in by investment trusts and similar concerns, it was felt by 
many in government and by some in financial circles that there re- 
mained a need for specific and comprehensive uniform legislation, 
applicable on a national scale, to prevent abuses which, although 
flagrant in only a minority of cases, had brought losses to many 
innocent and deluded investors and threatened to bring the entire 
“industry” into disrepute. 

The findings of the Securities and Exchange Commission, after 
one of the most thoroughgoing investigations of an industry ever 
undertaken by an agency of government,’ revealed practices in a 
small number of companies that were accurately called “shock- 
ing” and in a larger segment of the industry that were certainly 
“questionable.”’ Subordination of the interests of the investors to 
those of promoters and management through practices such as 
self-dealing, ‘“‘bail-outs” of insiders, high-pressure sales methods, 
control without risk through pyramiding, voting trusts, and 
“tricky” management stocks, “trafficking” in control and man- 
agement, inadequate or deceptive reports to security-holders, 
complicated capital structures, “exculpatory clauses” relieving 


2 Among them, Minnesota, Michigan, Alabama, Kentucky, and New Hampshire. 
See Investment Trusts and Investment Companies: Hearings before a Subcommittee 
of the Committee on Banking and Currency, United States Senate, on S. 3580, Part 2, 
April 12-26, 1940 (76th Cong., 3d sess. [Washington, 1940]), pp. 548-56. 


3’ The Commission study was made pursuant to sec. 30 of the Public Utility 
Holding Company Act of 1935 and was under the general supervision of Commis- 
sioner Robert E. Healy, with Paul P. Gourrich as director of the study, the late Wil- 
liam R. Spratt, Jr., as chief of the study, and David Schenker as counsel. It took 
about four years, cost over $500,000, and involved the study of 1,272 trusts and 
companies for the years 1927-35. The public examination of 250 trusts alone re- 
sulted in 33,000 pages of transcript and 4,800 exhibits. The published portions of 
the over-all Report to Congress in four main parts and six supplementary reports 
amounted to about 5,300 pages (Imvestment Trusts and Investment Companies: 
Hearings before a Subcommitiee of the Committee on Banking and Currency, United 
States Senate, on S. 3580, Part 1, April 2-10, 1940 [76th Cong., 3d sess. (Washington, 
1940)], PP- 39-42, 307). 
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trustees and management of obligations and duties to security- 
holders, to say nothing of outright fraud and conversion of trust 
assets for private use and profit, were found in sufficient number 
to provide ammunition for the Commission’s plea for immediate 
and effective action by Congress.* Even those who suspected that 
this investigation, like many others, was intended to show up the 
very worst practices in an important sphere of private business in 
order to bring about the extension of government interference 
could hardly fail to be impressed by the repeated instances of 
highly questionable conduct that were brought to light.s 


EARLY SUGGESTIONS FOR REGULATION 


Although some of the disclosures were startling, it could hardly 
be said that news of discrepancies and abuses in the promotion 
and management of investment trusts was such as to “burst as a 
bombshell” on an unsuspecting public—either the general public 
or the financial community. Ever since this new industry began 
taking its first tentative and hesitating steps, there have been 
voices that warned it to avoid the pitfalls into which its British 
cousins had stumbled in their early youth during the late eighties. 
For example, Representative Louis T. McFadden in February, 
1928, warned his colleagues in Congress of the dangers inherent in 
investment trusts as revealed by British experience and recorded 
in the London financial press during the 1880’s. Here were weak- 
nesses which have a familiar and modern ring: unloading of se- 
curities by affiliated interests; high-pressure selling to small in- 
vestors; failure to diversify; inadequate accounting practices; 
overspeculation ; the use of founders’ shares; undertaking the haz- 
ards of promotion, industrial development, and underwriting and 

4See the statement made by Commissioner Healy to the Senate subcommittee 
(ibid., pp. 37-39). 

5 The published record of the investigation probably presents a one-sided picture 
of conditions in the industry. Excerpts from the transcripts of hearings, for example, 
consist almost entirely of questions by the “prosecuting attorneys” of the Com- 
mission staff, whose job was to uncover abuses rather than to present a balanced 
view of investment company activities as a whole. Individuals examined at hearings 
were permitted to be represented by counsel who might cross-examine or conduct 
direct examination, but practically none of this examination, if there was any, ap- 
peared in the printed Report to Congress. 
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secrecy concerning the nature of the portfolio, resulting in their 
becoming essentially “‘blind pools.’ 

The Los Angeles Chamber of Commerce in 1928 appointed a 
committee to inquire into investment trusts. The misleading na- 
ture of the name “investment trust” to describe these “‘invest- 
ment pools” or “investment groups” and the general absence of 
legislation controlling them were reported by the committee. It 
concluded, however, that state regulation of securities sales was 
adequate and that no specific legislation was desirable at that 
time. It held that no law could assure safety to shareholders or 
provide an adequate substitute for the judicious caution of the 
investor.’ 

The National Association of Securities Commissioners in 1927 
authorized the appointment of a Committee on Investment 
Trusts, which after a year and a half of study recommended that 
state securities (blue-sky) laws should be tightened up to protect 
the buyer from defective or fraudulent issues by establishing 
standards as to type of securities issued, qualified personnel, mini- 
mum investment by management, protective charter provisions, 
and, above all, adequate and honest information to prospective 


purchasers as requisites for permission to sell securities within the 
states.® 

A committee of the Investment Bankers Association recom- 
mended that a code of practice be adopted as a means of dis- 
couraging undesirable or dangerous activities by investment 
trusts. 


6 Investment Trusts: Their Benefits and Dangers as Shown by British Experience of 
1882 (speech of Hon. Louis T. McFadden of Pennsylvania in the House of Repre- 
sentatives, February 29, 1928 [Washington, 1928}). 

7 See Commercial and Financial Chronicle, CXXVI (June 2, 1928), 3383. 


8 Report of the Committee on Investment Trusts of the National Association of Securi- 
ties Commissioners (n.p., 1929). 

» Proceedings of the Seventh Annual Convention of the Investment Bankers Associa- 
tion of America (October 15-19, 1928), pp. 36, 85, 87. For a helpful résumé of articles 
and speeches concerning the dangers in the mass movement toward the organiza- 
tion of trusts see Investment Trusts and Investment Companies: Report of the Securi- 
ties and Exchange Commission, Pursuant to Section 30 of the Public Utility Holding 
Company Act of 1935, Part III (Washington, 1940), pp. 39-47- 
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Members of the financial community, some of whom were close- 
ly associated with investment trusts during the period of mush- 
room growth from 1927 to 1929, sounded warnings of the inevita- 
ble consequences of the unsound policies so widely prevalent. 
These the more enlightened and public minded leaders in finance 
and banking appeared powerless to correct.’® 

The investigation and report which undoubtedly had the most 
far-reaching effect upon the public mind was that of the attorney- 
general of the state of New York in 1929. As a result of a com- 
prehensive survey, Mr. Ottinger recommended that legislation be 
enacted to vest control over investment trusts in the State Bank- 
ing Department, with power to withhold corporate charters and 
to prescribe and examine accounts and reports. This was designed 
to prevent improper persons from organizing and managing trusts 
and to promote general adherence to practices followed by the 
best British and American trusts. These practices included rea- 
sonable costs of raising capital; a ban on buying on margin, selling 
short, and pool manipulation; prohibition of transactions with 
officers, directors, and closely affiliated officers; minimum capital 


of $100,000; adequate information to stockholders based on inde- 
pendently audited reports; conservative, reliable, and complete 
sales literature; active (rather than dummy) directors; and publi- 
cation of market values of the portfolio.” 

The attorney-general (unlike the S.E.C. ten years later) did not 
find many evidences of malpractice that constituted or bordered 
on fraud. He stated: 


Nor do I wish to present the conclusion that there have been evils in the 
management of investment trusts which require State regulation. I am not 
at liberty to divulge the confidential facts and information received in the 
course of our investigation, but I have had few, if any, cases of dishonesty 
or fraud called to my attention.” 


*° See, e.g., articles on investment trusts by Paul C. Cabot, Adantic Monthly, 
CXLIII (March, 1929), 401-8, and Lawrence Grover, Annalist, XXX (September 
and October, 1927), 347, 380, 431, 467, 533, 621. 

* Albert Ottinger and T. J. Shea, Investment Trusts: A Survey of the Activities 
and Forms of Investment Trusts with Recommendations for Statutory Regulation by 
the New York State Department of Law (n.p., n.d.,) esp. pp. 3-5 and 69-101. 

* Ibid., p. 99. 
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Despite his request to the legislature to “lock the barn door while 
the horse is in the stable,” the law was not passed." 

The New York Stock Exchange and other securities exchanges 
took note of the possible repercussions arising from this new 
financial device and moved cautiously in the direction of the pre- 
scription of minimum standards. In July, 1924, the Stock Ex- 
change adopted a resolution subjecting its members to discipli- 
nary action if they were found to be associated with investment 
trusts which did not effectively protect investors’ interests. The 
S.E.C. Report to Congress says of this: 

In view of the subsequent growth of the investment company industry 
and the part of Exchange members in such growth, it is difficult to say that 
this resolution had any great practical effect, although it does indicate the 
early recognition by informed financial opinion of the possibility of abuse in 
this new investment vehicle.'4 


It was not until April, 1929, that investment trust securities 
were admitted to trading on either large New York exchange. In 
that month the New York Curb Exchange admitted them to un- 
listed trading, and in the following June the “Big Board,” after 
careful study, admitted the securities to listed trading under its 
“Tentative Listing Requirements for Investment Trust Securi- 
ties.”’ Applicants had to satisfy Exchange requirements concern- 
ing the identity of management and the amount of its compensa- 
tion, organization expenses, unfunded debt, commissions charged 
for portfolio purchases, protection afforded to nonvoting stock, 
proper accounting for earnings and assets, publicity of portfolio 
holdings at market value, auditor’s certificates, consolidated 
statements, and dividend payments." 

The effectiveness of the Exchange requirements in raising 
standards in the industry was limited. Listing is wholly voluntary 
for the issuer, and, since most trusts found the over-the-counter 
market receptive to their issues, there was no need to apply to the 

"3 [bid., p. 100. The report aroused considerable controversy within the industry 


itself because it recommended the practice of continuous portfolio management—to 
the displeasure of groups sponsoring fixed trusts. 


4 Report of the S.E.C., Part III, p. 41. 
8 Ibid., Part II, Appen. D., pp. 779-83. 
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Exchange for listing. However, some of the larger and better- 
managed trusts did apply, and by 1931 the Committee on Stock 
List had considered twenty applications. In the light of this ex- 
perience the tentative requirements were revised and the revision 
adopted in April, 1931. The revision stressed adequate and in- 
formative reports and proper accounting practice as indispensable 
for the protection of the public and condemned improper practices 
in connection with reacquisition of securities, pyramiding (buying 
control of other investment trusts), payment of unearned divi- 
dends, and inadequate representation of the investing public on 
boards of directors."* These requirements were without question a 
force making for improvement in investment trust practices, and 
it is regrettable that their salutary influence could not have been 
made effective throughout the entire industry. The limited num- 
ber of trusts whose securities were listed, the tremendous burden 
and expense imposed on exchanges in the constant policing needed 
to ferret out violations, and the fact that the regulations of an 
Exchange do not have the force of law could easily cause the most 
highly conceived and sympathetically administered rules to fall 
far short of the ideal of lifting a new and boisterous industry to 
high standards of practice. The constructive attitude of the New 
York Stock Exchange, however commendable, could not influence 
practices of the large majority of the industry that was beyond its 
reach. 

The malpractices of some trust managements coupled with the 
growing concern in government circles over the “concentration of 
control in industry” led to further criticism of investment trusts 
by government agencies which investigated banks, stock ex- 
changes, and power companies and gave impetus to the demand 
for regulation.*’ 

Finally, after its momentous investigation of investment trust 

6 Tbid., Appen. E, pp. 787-92. 

'? The Senate Committee on Banking and Currency in its Report on Stock Ex- 
change Practices (June, 1934) stressed the misuse of trusts by individuals as a means 
of enriching themselves at the expense of the public. It observed: “The conse- 
quences of the operations of these management trusts have been calamitous to the 


nation” (Report of the S.E.C., Part III, p. 47). The investigation of the Federal 
Trade Commission into the practices of public utility holding companies dis- 
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practices, which disclosed some conspicuous instances of the worst 
kind of wrongdoing, the Securities and Exchange Commission pro- 
posed to Congress a comprehensive bill to provide for the regula- 
tion of investment trusts (and similar companies) and of invest- 
ment counsel. Considerable opposition by the industry to some of 
the more stringent provisions developed at the congressional hear- 
ings, and the result was a modified proposal, worked out in con- 
ference between representatives of the industry and the Commis- 
sion and acceptable to both.** This was passed by the House on 
August 1, 1940, and by the Senate a week later. It was regarded 
as a splendid example of the way in which government and indus- 
try can co-operate to work out their problems and protect the 
public interest. 


COMMISSION FINDINGS CONCERNING INVESTORS’ EXPERIENCE 


The Commission Report which laid the groundwork for the Act 
emphasized two results of the absence of government regulation: 
losses to investors and operating abuses. These will be discussed 
in order. 

It was not until the Commission’s findings were published that 
a comprehensive estimate of losses or gains sustained by those 
who committed their capital to this type of enterprise became 
available. The task of measuring the results on a reasonably all- 
inclusive basis is complicated by several problems. The first prob- 
lem concerns a reasonably complete coverage of the industry. 
Literally hundreds of small local trusts were organized between 
the years 1927 and 1936, and even the most thoroughgoing search 
might fail to disclose some of them. The Commission estimated 
that at the end of 1926 there had been about 160 investment trusts 


closed activities which prompted Congress to include sec. 30 in the Public Utility 
Act of 1935 providing for an investigation of investment trusts by the Securities and 
Exchange Commission (ibid., p. 48). 

8 The first draft of the Wagner-Lea bill was designated “S. 3580” and “H.R. 
8935” (76th Cong., 3d sess.). See Hearings before a Subcommitiee of the Committee on 
Banking and Currency, United States Senate on S. 3580, Parts 1, 2, 3, and 4. No 
hearings were held on H.R. 8935. The revised bill was known as “S. 4108” and 
“H.R. 10065.” It was sponsored in the House by Representative William P. Cole, 
Jr., and in the Senate by Senator Robert F. Wagner. 





THE INVESTMENT COMPANY ACT OF 1940 485 


and investment companies in existence; that from 1927 to 1936, 
about 1,100 new trusts and companies were formed; and that, as 
the result of consolidations, liquidations, and failures, only about 
560 remained in existence at the end of 1936."® Of these, 404 were 
management companies, 87 were of the fixed type, 55 were of the 
instalment investment type (i.e., they sold trust certificates to the 
public on the instalment plan), 5 were companies selling “face- 
amount certificates” (under which the investor pays in monthly 
instalments of fixed amounts in return for the promise to receive a 
fixed sum at the end of a period of time—usually ten years), and 
17 were commingled trust funds, operated by banks and trust 
companies to permit diversification of investment for funds of 
trusts too small in size to attain it individually.” The latter two 
types are usually not considered “investment trusts,” but two of 
the face-amount certificate companies have sold their contracts so 
widely that they are of considerable public importance.” 

It is estimated that at the end of 1935 there were 2,100,000 
holders of investment trust securities, of whom about 1,500,000 


9 Report of the S.E.C., Part II, chap. ii, p. 29. To avoid needless repetition, the 
words “investment trusts and investment companies” will not always be used to 
cover the industry. Although many concerns are organized and operated as business 
trusts and a trustee holds all the securities of fixed investment trusts and issues the 
certificates of beneficial interest thereon, most investment trusts are organized as 
corporations. Unless the context implies otherwise, the words “investment trust” 
and “investment company”’ will be used interchangeably. 

* Ibid., p. 30. The relative numbers of those of each type which had been 
organized and of those which were in existence at the end of 1936 were estimated in 
the Report as follows: 








Organized 





97° 
225 
SS 
Ss 
17 











** The Investors Syndicate, organized in 1894, and the Fidelity Investment Asso- 
ciation, organized in 1911, held between 93 and 97 per cent of the assets of the 5 
companies (ibid., p. 109; see also Investment Trusts and Investment Companies: 
Report of the S.E.C., “Companies Issuing Face Amount Installment Certificates” 
(Washington, 1940}). 
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held securities of management-type companies, 250,000 of fixed 
trusts, 300,000 of face-value certificates, 35,000 of instalment in- 
vestment plan certificates, and 7,000 of commingled trust funds. 
After adjustments for duplicate holdings, etc., there remained 
about 1,500,000 separate individuals owning investment trust se- 
curities of one kind or another.” 

How large a proportion of the industry was not covered in the 
Commission’s study because it could not be brought to light it is 
impossible to estimate, but its importance probably is not great. 
The larger concerns are relatively well known and were all in- 
cluded. Even if a number of small trusts were not caught in the 
statistical dragnet, their inclusion would probably alter the re- 
sults only to a small extent.?3 

The second problem in measuring investors’ experience is that 
of defining the term “investment trusts” and “investment com- 
panies,” so as to make them fit relatively homogeneous enter- 
prises. Obviously, if the term is loosely defined it could easily em- 
brace any concern that held a substantial proportion of its assets 
in the form of securities. This would include banks, insurance 
companies, and even nonfinancial corporations rich in current as- 
sets of the security type. It would also include holding companies, 
practically all of whose assets consist of securities, held primarily 
for purposes of control and management rather than for invest- 
ment, and personal holding companies and personal or family in- 
vestment funds. Here the Commission’s study will raise questions 
in the minds of many, for a number of holding companies (as de- 
fined by the Public Utility Holding Company Act of 1935 and by 
the Commission itself) are included under the heading “‘Manage- 
ment Investment-Holding Companies” which were defined as 
. ... concerns predominantly engaged in investing in the securities of com- 


panies over which they had some apparent control or managerial influence, 
but of which they did not own more than 50% of the voting securities with 


22 Report of the S.E.C., Part I, p. 5. It is estimated that the number of holders has 
increased only slightly since 1935. 

*3 For sources of data and methods of analysis see ibid., Part II, pp. 1-18. In 
addition to those not ascertained, most of the statistical study excludes trusts with 
assets of $500,000 or less on December 31, 1935. 
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the exception that companies were included if they owned more than 50% 
of the voting securities of investment companies.*4 

Since ownership of over 10 per cent of the Wing stock is pre- 
sumptive evidence of control under practically all recent legisla- 
tion and since working control is found in many cases where less 
than 51 per cent of the voting stock is owned, it is apparent that 
many of the concerns were organized primarily for control rather 
than for investment. Their portfolios are likely to be concen- 
trated in a few companies of one industry or related industries, 
rather than widely diversified, and are managed with a noninvest- 
ment purpose as an objective. 

Further question will naturally arise from the inclusion of what 
are essentially family investment or control arrangements and 
employee investment plans. Common usage would hardly permit 
such companies as Christiana Securities Company (a Du Pont 
family company), Chesapeake Corporation, Allegheny Corpora- 
tion, Electrical Securities Corporation, G.E. Employees Securities 
Corporation, American I.G. Chemical Corporation, Mission Cor- 
poration—to say nothing of a number of public utility holding 
companies—to be classed as investment trusts. These companies 
are usually large and together account for assets of about 3 billion 
dollars, or about a third of the entire industry.” 

A third problem in the task of measuring investment results is 
that of obtaining reasonably complete and comparable informa- 
tion from the many companies involved. This includes problems 
arising from a fluctuating number of companies, failure to report 
financial and income accounts in a uniform way, difficulties arising 
from accounting for intercompany items and problems of con- 
solidating accounts, unreliability of market quotations for port- 
folio securities, and variations in fiscal years. In the Commission 
study standardized questionnaires helped overcome some of these 
difficulties, but adjustments were necessary to attain reasonably 
accurate results.” 

4 Ibid., p. 8. 


*5 Ibid., pp. 92-95. It will later be noted that investment results of this group 
were somewhat better than those of investment trusts as a whole. 


* Ibid., pp. 14-18. 





488 CHELCIE C. BOSLAND 


Finally, at the very heart of the problem of measuring invest- 
ment results are the dates at the beginning and end of the com- 
parison periods. Since American investment trusts were in con- 
siderable measure a product of the “ccommon-stock era” and were 
based largely on the idea that a diversified list of common stocks 
possesses marked long-time investment advantages, their portfolios 
consist largely (about 80 per cent) of common stocks,’” whose 
values, as is well known, underwent wide fluctuations in the pe- 
riod 1927-36. Investment results must be appraised, therefore, 
against the background of fluctuations in the stock market. For 
example, the general level of stock prices, as measured by the 
Dow-Jones industrial average, fell about 50 per cent from August, 
1937, to April, 1938—a period of eight months. It obviously 
makes a great deal of difference whether the former or the latter 
date is used for the computation of investment results. The Dow- 
Jones industrial average reached a peak of about 380 in Septem- 
ber, 1929, then fell about 90 per cent, to about 40 in mid-1932. 
From this low point it rose to over 190 in March, 1937; then fell 
below 100 in March, 1938; then rose to the 110-50 level, where it 
has since remained. The possibility that the outcome might be 
changed greatly by shifting the comparison dates must, therefore, 
be kept constantly in mind.” 

With these observations and qualifications, we can now turn to 
the evidence of how 1.5 million investors fared in their commit- 
ments to investment trusts—broadly defined.”® 

The measure adopted by the Commission staff as a gauge of 
investors’ experience was the difference between the amount of 
money originally paid by investors (including all sales loads, costs 


* Ibid., pp. 63, 93- 

28 See the author’s Common Stock Theory of Investment (New York, 1937). See 
also E. L. Smith, Common Stocks as Long Term Investments (New York, 1928); K. S. 
Van Strum, Investing in Purchasing Power (New York, 1926); and Cowles Commis- 
sion, Common Stock Indexes, 1871-1937 (Bloomington, Ind., 1938). 

*9 Investors’ experience” and “performance” are dealt with in separate chap- 
ters in the Report. Although in some respects the two concepts could be quite 
different (e.g., if stocks of investment companies sold at varying premiums or 
discounts from asset value), both are closely related to asset values in the Commis- 
sion study and will be treated together here. 
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of distribution, etc.) for investment trust securities during the 
years 1927-35 and the market value of the assets of the companies 
on December 31, 1935. Adjustments were made for money repaid 
to investors by repurchases of outstanding securities and by divi- 
dend, interest, and other distributions. It should be noted that 
the results do not take account of sales of securities by holders at a 
profit or loss during the period. Moreover, since this measure of 
asset-value comparison gives no consideration to the prior claims 
of senior securities, the results to holders of specific classes of se- 
curities are not measured. There is, of course, a tendency for both 
of these types of gain or loss to cancel out for investors as a whole, 
so the total result is measured fairly accurately. The failure of 
investment trust securities to sell at exact asset values makes the 
measure less applicable to “closed-end” investment trusts (where 
shares cannot be turned in for redemption) than to open-end man- 
agement trusts and a few fixed trusts, where shares can be re- 
deemed for about their asset value at the option of the holder.*° 

The S.E.C. study for this purpose covered the 200 largest 
trusts, representing together about 75 per cent of the total funds 
invested in all investment trusts and companies. Estimates were 
made for those not covered, so the results “cover practically all 
trusts and companies in existence at any time within the period 
studied.”’* Data were obtained by a detailed questionnaire, field 
studies, and from secondary sources such as financial manuals 
and are presumably reasonably accurate as well as comprehen- 
sive. A condensed summary of investors’ experience is shown in 
Table 1.¥ 


3° Before the stock-market crash of 1929 it was considered reasonable for com- 
mon stocks of closed-end management companies to sell at about 150 per cent of 
asset values. Since then most of the common stocks have sold at discounts from 
asset values of about 15 to 30 per cent. This is due to lack of the right of redemption 
and to expenses and heavy federal income taxation. Open-end or mutual trusts are 
virtually free from federal income taxation (see statements of R. D. McGrath and 
David Schenker, Senate Subcommittee Hearings on S. 3580, Part 2, pp. 436 and 
802 ff.). 

» Report of the S.E.C., Part II, p. 502. 

* Condensed from a more elaborate and detailed presentation (ébid., p. 504, 
Table 155). The main difference is that the original table breaks down “All Man- 
agement Companies” into three subclassifications—“Investment Companies 
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The figures in Table 1 are largely self-explanatory, but a few 
points might be emphasized. First, the relative unimportance of 
the fixed trust and the predominant position of investment hold- 
ing companies and unclassified companies up to 1927 is apparent. 
Second, although fixed trusts grew rapidly between 1927 and 1935, 


TABLE 1* 
INVESTORS’ EXPERIENCE IN INVESTMENT COMPANIES 








Investment 
Total All Holding 
Investment Companies 
Trusts plus Un- 
and classified 
Companies Com- 
paniest 





Number of trusts or companies....| 1,096 624 





. Net assets, 1/1/1927.........| $ 883 $ 572 
. Gross proceeds from sale of own 
securities, 1927-35 7,035 2,841 
. Total investment (1+2) 7,918 6,780 3,413 
. Net repurchases and redemp- 
tions of own securities, 1927-35] 1,557 500 462 
. Capital investment of investors 
at 12/31/35 (3—4) 6,361 2,913 | 491 
Net assets, market value 
12/31/35 3,432 1,812 177 
. Capital loss, 12/31/35 (6—5)..| 2,929 1,101 314 
. Interest and dividends to in- 
vestors, 1927-35 1,168 604 65 
. Net loss to 12/31/35 (7—8)...| 1,761 407 249 
. Percentage capital loss to total 
capital invested (37.0) . (32.3) | (32-9) 
. Percentage net loss to total cap- 
ital invested (22.2) , (11.9) |(26.1)} (8.6) 




















* Amounts in millions of dollars. 

t A subclassification of ‘‘All Management Companies.’’ The study warns that there may be many 
inaccuracies in the data for ‘‘Unclassified Companies.’’ 

$ Estimated liability of companies to holders of outstanding certificates. 


less than one-seventh as much had been invested in them as in 


management companies by 1935. They were only one-fourth as 
important as the holding and unclassified groups combined. 


Proper,” “Investment Holding Companies,” and “Unclassified Companies.” The 
latter two classifications are combined in the third column of Table 1. They include 
many companies that may be more like holding or special-purpose companies than 
investment companies. Explanatory notes and qualifications have been largely 
omitted in Table 1. The S.E.C. study did not cover commingled trust funds. 





THE INVESTMENT COMPANY ACT OF 1940 491 


Third, of all groups, the face-amount certificate companies show 
by far the best results to investors. This is to be expected in view 
of the fact that their investments are largely made up of real 
estate mortgages and government and other high-grade bonds, 
and so resemble life insurance company portfolios rather than 
common-stock trusts. The “‘loss’”’ to investors in this group prob- 
ably represents largely selling costs and other “loading” taken out 
of the payments by certificate-holders. Fourth, the percentage of 
capital losses to original investment was greater for investors in 
management companies than for those in fixed trusts (38.3 per 
cent against 32.9 per cent).*? This result is to be expected and is 
not necessarily a serious reflection on the ability of investment 
trust management. It is to be explained largely by the fact that 
the great bulk of investments in management companies (except 
open-end or mutual management companies) was made in the 
years 1928 and 1929 in which common-stock prices averaged 
about 100 per cent above the level of December 31, 1935. Most 
fixed trusts were organized after 1930 and so acquired portfolio 
stocks at lower prices. 

A fifth observation, which is not apparent from data in the 
table, is that the more favorable record of management com- 
panies relative to fixed trusts, after allowane is made for dividends 
and interest received, is due in large measure to the generous divi- 
dends paid by the investment holding companies, particularly by 
those interested in chemical company stocks—like Christiana Se- 
curities Company, Solvay American Investment Corporation, and 
American I.G. Chemical Corporation—rather than by manage- 
ment investment companies proper. After allowance for receipts 
of interest and dividends, investors in the “proper” companies lost 
32.3 per cent of their original investment while investors in fixed 
trusts lost 26.1 per cent.*4 

33 Of the management company subgroups, the following capital-loss ratios were 
experienced: management companies proper, 44.5 per cent; investment holding 
companies, 25.0 per cent; unclassified companies, 50.1 per cent. If allowance is 
made for dividends and interest paid during the period 1927-35, the net-loss ratios 
were 32.3, 3.0, and 33.9 per cent, respectively (ébid., p. 155). 

34 Ibid., p. 504. The profitability of the 3 chemical companies is indicated by the 
fact that their assets gained 118 per cent over original investment (161 per cent 
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A sixth observation, also supplementary, is that the open-end 
or mutual management companies on the whole showed better 
investment results than other management companies. Although 
many units in this field were organized before 1927, the combined 
assets of 49 companies on January 1, 1927, amounted to only 
15 million dollars. Their rapid growth came in the post-1931 
years, when their shares became popular, partly because of the 
redemption privilege and partly because they did not suffer the 
unfavorable public reaction that befell the closed-end companies 
after 1929. These depression years, of course, afforded much bet- 
ter opportunities for the purchase of common stocks than the late 
twenties, and so their generally capable managements were helped 
by the trend of stock prices. Only 2.9 per cent of the 478 million 
dollars invested in these trusts was lost. If allowance is made for 
dividends, there was a gain of 6.7 per cent to investors in open-end 
trusts for the years 1927-35.*5 

To make the picture of investors’ experience complete, a word 
ought to be said concerning instalment investment plans and their 
results. This branch expanded rapidly after 1935, and by Decem- 
ber 31, 1937, some 55 companies in operation accounted for 56 
millions of investment, against 20 millions of investment at the 
end of 1935. These plans are essentially devices whereby the small 
investor who can save $5.00-$10.00 a month turns these savings 
over to a company or designated trustee, which in turn deducts 
certain amounts to cover expenses, commissions, etc., and invests 
the remainder in securities—usually in shares of fixed trusts.” 
The 49 companies in existence at any time from 1930 to 1935 lost 
9.9 per cent of the capital invested by savers. Since dividends un- 
der these plans are usually reinvested, they are already taken into 


with dividends) during the years 1927-35. Public utility securities did the reverse 
of this. The 12 companies specializing in such securities showed a capital loss of 
54.4 per cent and a net loss (after dividends) of 34.0 per cent (ébid., p. 513). 

35 Ibid., p. 508. 

3 This results in “double loading,” amounting in all to from 10 to 20 per cent of 
the saver’s payments. In some cases additional amounts are paid by the saver for 
life insurance covering unpaid balances (see Investment Trusts and Investment Com- 
panies: Report of the Securities and Exchange Commission, “Companies Sponsoring 
Installment Investment Plans’’ (Washington, 1940], pp. 1-189). 
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account in a comparison of asset values. If the period is extended 
to 1937, the loss at the end of that year reached 36.3 per cent of 
payments by certificate-holders (34.9 per cent after dividends). 
Prices of stocks in general, as measured by the Dow-Jones indus- 
trial average, fell about 14 per cent between the end of 1935 and 
the end of 1937, and this partly accounts for the poorer showing 
for the extended period.*” 

Finally (returning to trusts in general), it must be emphasized 
that these are total figures and so cover many individual cases 
which are quite at odds with the trend of the total. Thus, an exec- 
utive of one closed-end management company testified before the 
Senate subcommittee that shareholders in his company realized a 
gain if they bought stock at $104.00 a share at the time of or- 
ganization in September, 1929, and held it until November, 1936, 
when it had an asset value of $134.34 per share. In addition, divi- 
dends amounting to $19.35 per share had been paid during the 
seven years.** In a similar vein another executive testified that 
present (April, 1940) asset value per share of his company’s stock 
was greater than when it was organized in March, 1929, and that 
it had paid cash dividends every year since 1929.*? A third execu- 
tive stated that the market value of the assets of his company on 
December 31, 1939, amounted to 29 million dollars compared with 
25.5 millions invested by the public during the late twenties and 
that during the decade over 12 million dollars had been paid in 


37 Report of the S.E.C., Part II, p. 516. 


38 See statement of Arthur Bunker, vice-president of the Lehman Corporation 
(Senate Subcommitiee Hearings on S. 3580, Part 2, p. 337). Later, testifying before 
the same subcommittee, Mr. Schenker objected to the use of November 7, 1936, as 
a comparison date, since the stock market was near its 1936-37 peak at that time. 
He found the equivalent value of the stock (after correction for 3 to 1 split-up) on 
April 24, 1940, to be $97, which with dividends of $40 amounted to $137 for the 
period. He also pointed out that the corporation bought back a considerable 
amount of its stock during the period 1929-32 at prices considerably below the 
original issue price and the then current asset value (ibid., pp. 805-9). This empha- 
sizes the problems involved in accurately determining investors’ losses or gains. 

39 See statement of F. Wilder Bellamy, president, National Bond and Share 
Corporation (ibid., p. 418). The head of a large open-end trust declared that 15 
Boston open-end trusts showed a loss of only 8 per cent of stockholders’ investment 
(ibid., p. 489). 
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dividends to company stockholders and over 3 million dollars had 
been paid in taxes.*° Two of these companies, incidentally, were 
sponsored by investment banks and one by a large brokerage 
house. 

To sum up, the Commission study found that of almost 8 bil- 
lion dollars invested in the securities of all types of investment 
companies during the years 1927-35, about 3 billion dollars had 
been lost, if assets were valued as of December, 1935." If allow- 
ances are made for dividends and interest received by investors, 
the loss is reduced to 1.8 billion, or 22 per cent of the total original 
investment. Companies in branches of the investment trust in- 
dustry that expanded rapidly after the 1929 crash usually did 
better than those organized in the late pre-1929 period (e.g., open- 
end management companies as against closed-end companies). 
Companies concentrating attention on chemical stocks showed 
superior records for investors; virtually all other groups showed 
losses before allowances for dividends and interest, and all except 
open-end companies showed losses after allowances for dividend 
and interest payments. These and other interesting results for the 
various types of trusts and different kinds of investment policies 
are apparent in the Commission’s findings as reproduced in Table 
3.° 


INVESTMENT PERFORMANCE OF MANAGEMENT COMPANIES 


Closely related to investors’ experience with investment trust 
securities is the concept of “performance”’ of investment trusts. 
Here attention is centered on the results obtained in managing a 
pool of funds furnished by investors, and so such factors as sales 
and loading costs to investors are ignored. This measure also 


4° See statement of Raymond D. McGrath, executive vice-president, General 
American Investors Company, Inc. (ébid., pp. 425 ff.). 

4* General stock prices on that date were neither unusually high nor unusually 
low. The Dow-Jones industrial average was about 140; which is reasonably 
representative of the period 1934-40. The low during the period was about 85 
(in 1934), and the high was about 195 (in 1937). In September, 1929, it reached a 
high of about 385; in 1932 a low of about 40. According to supplementary compu- 
tations, the amount of loss would not have changed materially if the study had been 
carried through 1939 (ibid., p. 818). 

# Report of the S.E.C., Part I, p. 517. 
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traces fluctuations in asset values and dividend and interest dis- 
tributions from year to year and so provides a running account of 
the accomplishments of those who manage the trust funds.* 


TABLE 2* 


RATIOS OF INVESTORS’ GAIN OR LOSS IN INVESTMENT TRUSTS AND 
INVESTMENT COMPANIES, JANUARY 1, 1927—DECEMBER 31, 1935 














Percentage | Percentage 
of Capital of Net 
Gain (or Gain (or 
Loss) to Loss) to 
Type of Investment Trust or Company een Total Total 
. Amount Amount 
Invested Invested 
through through 
1935 1935 
All investment trusts and companiesf........ 1,096 37.0 22.2 
Management investment companies... .... 866 38.3 22.1 
Fixed and semifixed investment trusts. . . . . 225 32.9 26.1 
Companies issuing face-amount instalment 
SN eta ee Bren tank eeks 5 (8.6) (8.6) 
Management investment companies. ........ 866 {38 .3) -~ I 
Management investment companies proper. 242 : 3} 32.3 
Management investment holding companies 44 (25.0 (3.0 
Unclassified management investment com- 
SEG. cocaknqwsntaeehsevasieuad eae 580 (50.1) (33.9) 
M ement investment companies proper. . . 242 (44.5) (32.3) 
Exclusive of companies in Atlas and Equity 
od eee tas ey apc k week WAN 196 {33 0 13-2 
Closed-end companies.................. 147 40.7 (26.8 
Open-end companies.................+. 49 (2.9 6.7 
Companies in Atlas and Equity groups..... 46 (70.8) (60.8) 
Management investment holding companies. 44 (25.0) (3.0) 
Companies specializing in securities of chemi- 
Sn cnbokasvendstdsbuaaes 3 117.6 161.4 
Companies specializing in securities of utility 
NEIILS i cotucs cw andeacensnteeaars 12 (54.4) (34.0) 
Other management investment holding com- 
ST dacs hi anhes suede akes snub eneuen 29 (33.1) (16.4) 














* Figures in ( ) represent losses. 
t Exclusive of instalment investment plans and common or commingled trust funds. 


Only large management companies proper were included in the 
S.E.C. study of performance.‘* The number of closed-end com- 
* Ibid., chap. vi, pp. 463-93, and Appen. I, pp. 833-937. 


“If companies were of the closed-end type, they must have had assets of at 
least 5 million dollars at some time. Companies of the Atlas Corporation and 
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panies included in the computations varied from 13 (in 1927) to 49 
(1930-35), and that of open-end companies varied from 8 (in 
1929) to 36 (1935-36).* 

The study undertook to measure the change in net assets, year- 
ly from 1927 to 1935, corrected for new issues sold and securities 
repurchased, with credits for dividends and interest paid and 
debits for expenses, including taxes. Certain transactions, such as 
repurchases of stock at less than asset value, were not considered 
to be due to investment activity and their combined effect was 
excluded. These results were compared by the Commission staff 
with the Standard Statistics Company’s index of 90 common 
stocks (adjusted for dividend distribution) and with a special 
index, prepared by the staff, containing varying percentages of 
common stocks, bonds, preferred stocks, and cash, to parallel 
typical investment trust portfolio policy for each year. This index 
was also adjusted for all dividend and interest distributions.” 

These data were later extended through 1938 by H. E. Baldwin 
in the Annalist, and for comparative purposes the A mnalist index 
of go stocks and a series indicating the year-to-year changes in the 
values of all stocks listed on the New York Stock Exchange were 
added. This provides a comprehensive background against which 
trust performance can be measured—one not suffering from pe- 
culiarities in the construction of any one security price index.*’ 
The performance ratios of investment trusts and those of the se- 
curity price averages are presented in Table 3. 

It can be seen from Table 3 that the performances of both types 
of management trusts tended to follow the course of common- 
stock prices—as would be expected. There was a tendency, how- 
ever, for trust asset values to fluctuate less widely than stocks, 
thus making trust performance better than stocks in years of fall- 


Equity Corporation groups (numbering 46 and representing investments of 1 
billion dollars from 1927 to 1935) were also excluded. 

48 Report of the S.E.C., Part II, pp. 467, 481. 

 Tbid., p. 467. 

47H. E. Baldwin, “Annual Investment Trust Survey: Open-End Trusts,” 
Annalist, LIII (April 26, 1939), 603. The Amnalist and Stock Exchange series are 
not corrected for cash dividend distributions. 
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ing stock prices (1929, 1930, 1931, 1932, 1937) and poorer than 
stocks in years of rising prices (1927, 1928, 1933, 1935, 1938). In 
1934—a year of fairly level stock prices—investment trusts re- 
ported small gains, while the stock averages lost ground slightly. 
In 1936—a year of strongly rising stock prices—trusts and stock 
averages performed equally well. For the period as a whole the 
average trust management broke about even in the “battle with 
the averages.” Bonds, preferred stocks, and cash in portfolios had 


TABLE 3 


PERFORMANCE RATIOS, 1927-38 
(Percentage Change Each Year) 








Average S.E.C. 
All Stocks . 
Standard NYSE. Special 


Statistics* Index*t 


+36.3 
+42.4 
— 8.2 
—24.1 
—41.6 
— 9.1 
+52.1 
— 2.1 
; ? +46.0 , 
+29.5 : +31.7 +23. 
—32.0 . — 34.3 37. 
+19.8 ‘ +25.3 +21. 


























* After adjustment for capital changes and dividends. Data for years 1927-37 from S.E.C. study. 

t Report of the S.E.C., Part 11, chap. vi, p. 467. 

t Annalis: figures. 
a stabilizing influence on management trust performance, and it 
is not apparent that the average management possessed the super- 
human ability to shift from one type of investment to another to 
profit from broad market movements. Many managements 
would, indeed, deny that such was or is their purpose, for to at- 
tempt “swing trading” would be to depart from investment on an 
intelligent long-time basis and enter into the hazards of short- 
term speculation. 

If comparison of trust performance is made with the special 
“combined security index” of the S.E.C., which consists of vary- 
ing proportions of cash, senior securities, and stocks, a result op- 
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posite to the stock comparison is observed—trusts do somewhat 
better than the index in times of rising security prices (1927, 1928, 
1934, 1935) and somewhat poorer in years of falling prices (1920, 
1930, 1931, 1932). The exception is the year 1933, when security 
prices rose but trusts did less well than the special index. 

The average annual difference between closed-end companies 
and the special index was found by the Commission staff to be 
—1.1 points, while that between closed-end companies and the 
go-stock average was —3.5 points. This is due largely to sizable 
divergences in one or two years, which make the average of little 
statistical significance. The differences in the performances of 
closed-end companies as a group and open-end companies as a 
group are probably also not of major importance. The Commis- 
sion concluded that, over the period, ‘“‘there were, then, no sub- 
stantial differences in performance between the typical closed-end 
and open-end companies. Both types had about the same per- 
formance, virtually identical with the [go-stock] index.’’* 

The Commission findings lead to the conclusion that the supe- 
rior investors’ experience in the average of open-end companies is 
the result of more favorable time of organization rather than of 
superior year-to-year management. *? 

Individual company performances varied widely from the aver- 
ages, both for individual years and for the period as a whole. Out 
of 49 closed-end companies for the period 1930-35 the average 
company failed to preserve its asset value by about 12 per cent, 
the best company showed a gain of 60 per cent, while the worst 
showed a loss of 80 per cent. Thirteen of the 49 companies showed 
gains in assets over the period.** During the same period, 12 large 
open-end companies showed an average shrinkage in asset value 
of about 9 per cent, with the best company gaining 28 per cent and 

4 Report of the S.E.C., Part I, p. 489. The Report also points out that omission 
of “defunct” companies and those of Atlas Corporation and Equity Corporation 
groups made the results more favorable to investment companies than they other- 
wise would have been (ibid., p. 492). 

49 Ibid., p. 508. 

8° Tbid., p. 476. The extension of the study through 1937 for 37 large closed-end 


companies showed average loss of 13 per cent and only 4 companies had gains in 
assets (p. 480). 
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the worst losing 29 per cent, and only 2 out of the 9 companies 
showing gains in assets. 

The Commission found that the performance of closed-end 
companies had little or no relationship to sponsorship, size, capital 
structure, degree of leverage, portfolio turnover, or date of organi- 
zation, but had some relationship to investment policy. Com- 
panies with diversified portfolios did better than companies spe- 
cializing in securities of one industry or area. Those specializing 
in utility securities did very poorly, conserving only 66 per cent of 
their funds from 1930 to 1935. About the same conclusions hold 
for open-end trusts except that high portfolio turnover (indicating 
extensive trading) apparently was a disadvantage.* It is well to 
bear these supplementary findings in mind when the Commission- 
sponsored legislation is considered later on. 

These statistical findings aroused some controversy in the in- 
dustry. One investment trust executive objected, before the Sen- 
ate subcommittee, to the use of the Standard Statistics 90-stock 
index as a measuring rod of performance, holding that it could not 
be put into operation by an investor.’ He characterized the stock 
indexes as a “mathematical concept” and contended that conclu- 
sions based on them were “unrealistic.’”” His research staff recom- 
puted the index so that it would more nearly represent an “un- 
managed” fund. The result was an 18 per cent decrease in the 
“unmanaged” stock fund of the Standard Statistics average. 
This gave a 20 per cent superiority to investment trust perform- 
ance over the stock average from 1927 to 1937.54 The Commission 
staff replied that existing stock price averages and indexes are 
frequently used to measure investment performance. Of course, 
the fact that they are so used does not necessarily prove that such 
indexes portray the results of an unmanaged fund. Here the nub 


5* Tbid., p. 486. 8 Ibid., pp. 473-74 and 48s. 

53 Subcommittee Hearings on S. 3580, Part 2, p. 351. This was apparently on the 
grounds that certain retroactive changes would be involved and that a hypothetical 
investor in the index stocks would have had to supply additional capital to exercise 
rights, etc. 

54 Ibid., pp. 340-41; see also rejoinder to Commission staff criticism, Subcommittee 
Hearings, Part 3 , p. 1083. 
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of the question seems to be what constitutes “management.” 
Presumably the performance of the Standard Statistics index, as 
published, was greatly improved by the higher relative weights 
accorded to the profitable industrial stock component as time 
went on—as against smaller weights to the relatively unprofitable 
railroad and public utility stocks. In the revision the investment 
company staff had apparently materially increased the weights 
given to rail and utility stocks to keep the fund “unmanaged,” 
hence the discrepancy in results.*s 

This controversy illustrates how differing methods and assump- 
tions can lead to radically different conclusions. But, although 
others testifying for the industry before the subcommittee classed 
many of the Commission’s statements as “‘unreliable’”’ and “‘mis- 
leading,” there were no other thoroughgoing statistical attacks on 
the “performance” findings of the Commission. 

Because of this cleavage in the interpretation of investment 
trust performance, outside evidence may be helpful in appraising 
the results. A number of independent studies have been published 
from time to time in the financial press. A short summary of a 
few of their results follows: 


1. Sharp and Winston found that 23 out of 39 closed-end trusts and 5 
out of 5 open-end trusts performed better than the Dow-Jones industrial 
average (after adjustment for dividends) during the period 1930-33. In 
subsequent comparisons it was found that nearly all trusts (36 out of 37) 
outperformed the Dow-Jones combined average, but less than half outper- 
formed the industrial average in the year 1934. In 1935, only 16 out of 40 
trusts did better than the industrial average.s® 

2. Drasdo found that between 1934 and 1937, 29 management trusts 
(divided into 4 groups) experienced asset and income gains of from 43.4 per 
cent to 53.5 per cent (on the average), while the Dow-Jones railroad aver- 
age lost 13.7 per cent, the public utility average gained 8.9 per cent, the in- 
dustrial average gained 43.7 per cent, and the combined average gained 22.2 
per cent. He concludes that, if these are representative, “. . . . the manage- 


58 Subcommittee Hearings on S. 3580, Part 2, pp. 821 ff. In a further study by the 
Commission staff a fixed group of 86 common stocks were assumed to have been pur- 
chased on December 31, 1929. By the end of 1935 they were worth 62.8 per cent of 
their 1929 value, while the 90-stock index, used in the S.E.C. study, was worth 62.5 
per cent of its 1929 value (ébid., p. 827). 

% Articles by Eliot Sharp and Arthur A. Winston, Barron’s, August 13, 1934, 
p. 6; March 25, 1935, p. 6; March 2, 1936, p. 7. 
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ments of most American companies have done a reasonably good job during 
the four years 1934, 1935, 1936, and 1937.”’5? 

3. One of the most useful continuing studies of investment trust perform- 
ance available is that by Miss L. Tomlinson in Barron’s.s* A summary of 
investment results of 36 open-end trusts and 21 closed-end trusts as com- 
pared with the Dow-Jones composite stock average for each year, 1930-39, 
together with five- and ten-year averages, as computed by her, is presented 
in Table 4.59 

TABLE 4* 
PERCENTAGE CHANGE IN NET ASSET VALUE (AFTER 
ADJUSTMENTS FOR CAPITAL CHANGES 
AND DISTRIBUTIONS), 1930-39 








Average 36 | Dow-Jones | Average 21f 
Open-End | Composite 
Trusts Average 





—28.5 
—52.2 
—14.9 
+46.8 
—- 0.8 
+39.7 
+30.1 
—32.8 
+27.4 
+ 2.5 


1935-39. , +57.2 
1930-39 + 1. —39.2 

















* Barron's, January 29, 1940, p. 18; February 19, 1940, p. 18; 


March 13, 1939, p. 18. 
t Averages for years 1933-38 computed by the writer. Only 20 


companies were included in 1939 and in five- and ten-year average 


t Eleven trusts. || Fourteen trusts. 
§ Twelve trusts. { Twenty-three trusts. 


The range of performance by individual companies for any pe- 
riod of time is large, and the averages presented above have the 


5? Albert Drasdo, “Long Pull Investment Trust Record,” Barron’s, April 4, 1938, 
P. 9. 

5 See articles by L. Tomlinson in Barron’s, June 10, 1938, p. 30; March 13, 1939, 
p. 18; August 21, 1939, p. 7; October 30, 1939, p. 18; January 29, 1940, p. 18; April 
15, 1940, p. 18; July 15, 1940, p. 18. The changing positions of individual trusts are 
of particular interest. 

* The Dow-Jones composite average consists of 30 industrial, 20 railroad, and 
15 utility common stocks. 
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usual limitations as measures of what is typical of the industry. 
As broad measures, they show the tendencies apparent in the 
S.E.C. statistical study, namely, that trust performance is closely 
geared to the trend of common-stock prices, although usually ex- 
periencing less violent fluctuations. The performances of the 36 
open-end and the 21 closed-end trusts were, on the average, sur- 
prisingly similar. Both performed better than the general stock 
average for the ten-year period December, 1929, to December, 
1939. Every one of the 11 open-end trusts and 19 out of 20 closed- 
end trusts did better than the Dow-Jones composite average of 
stocks for the ten-year period. Four of the 11 open-end companies 
and 7 of the 20 closed-end companies showed gains in asset values 
during that period in which the general stock average lost nearly 
40 per cent of its value. This would place some managements in 
better light than the S.E.C. study accorded to managements in 
general.®° 

Finally, the above performance of American companies might 
be compared with that of 10 leading British investment trusts as 
presented in the Economist. The remarkable stability in assets (at 
market) and earnings experienced by those trusts from 1930 to 
1939 is apparent in Table 5. 

This stability is in sharp contrast to the experience of American 
companies and can probably be explained by the greater maturity 
of British trusts which, after the speculative excesses in the late 
eighties, have come to emphasize conservative, long-term invest- 
ment results rather than profits from speculation and promotion. 
This is evidenced by their large holdings of “gilt-edged’’ bonds 
(35 per cent of portfolios in 1939) and of preference shares, al- 
though the proportion of ordinary shares seems to have been grow- 
ing in recent years. Moreover, the market values of British stocks 
did not experience the wide swings of American stocks during the 

6° See results presented above. Miss Tomlinson brought the ten-year study of 
open-end trusts down to June 30, 1940. It showed that from December 31, 1929, 
to June 30, 1940, 12 open-end trusts lost on the average 7.2 per cent of their asset 
values, while the Dow-Jones composite average fell by 45.6 per cent. All 12 funds 
did better than the composite average (Barron’s, July 15, 1940, p. 18). 


&« Economist (London), July 6, 1940, pp. 14-15; see also L. R. Robinson, British 
Investment Trusts (Department of Commerce Trade Information Bull. 88 [1923)). 
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last decade and by 1936 had recovered to their 1928-29 level, 
while American common stocks recovered only about one-half of 
their 1929 highs. The British trusts achieved these results despite 
an almost complete lack of special laws or regulations applying to 
investment trusts in Great Britain and despite the prevalence of 
practices there that were censured severely by the S.E.C. when 
indulged in by American companies—for example, large senior 
capital issues, grouping of trusts, inadequate accounting, lack of 
complete and accurate publicity, and others. 


TABLE 5 


INVESTMENT RESULTS OF TEN 
BRITISH TRUSTS, 1930-39 








Percentage of 
Ordinary 
Shares to 
Portfolio 


Earnin Market Value 
(és mn of Securities 
’ (£1,000) 





4,538 62,109 
61,736 
68 , 661 
61,983 
61,596 
62,263 














If this performance is typical of British trusts, one might ques- 
tion the general conclusions of the Commission Report on British 
trusts, which minimized their accomplishments by showing that a 
hypothetical investor in 1913 could have done better by investing 
in the ordinary shares of the average British industrial corpora- 
tion than in typical investment trust shares. By 1935, net earn- 
ings and share prices of British industrial corporations had ad- 
vanced more rapidly than those of investment trusts. This com- 
parison, however, falls short of a conclusive test because of the 
conservative nature of British trust portfolios. The Commission 

© General regulatory controls such as those provided by the Companies Acts and 
the London Stock Exchange of course apply to investment trusts as well as to other 
companies. Under a recent enactment the Board of Trade may make regulations 
applying to unit (fixed) trusts to force conformity with the better standards of 
Practice (see New Statesman and Nation, July, 1939, p. 119; and Investment Trusts 


and Investment Companies: Report of the Securities and Exchange Commission, 
“Investment Trusts in Great Britain” (Washington, 1939], pp. 9-73)- 





504 CHELCIE C. BOSLAND 


staff did find that since 1930 not a single one of the 200 British 
management trusts found it necessary or desirable to liquidate, 
and only a few had to recapitalize. Only 7 pre-war trusts, repre- 
senting 3 per cent of the industry, had to pass common dividends 
in the worst year of the depression, 1933. 


PERFORMANCE OF OTHER TRUSTS 


The foregoing discussion of performance applied only to man- 
agement investment companies. Fixed, semifixed, or unit trusts, 
since they typically invest in a portfolio of 20 to 30 common stocks, 
which are held permanently, can be expected to follow the general 
course of market prices. Even here a certain element of “manage- 
ment”’ enters, in the form of expert choice of the list of stocks at 
the outset. Presumably, this is one of the services that is per- 
formed by the sponsors of fixed trusts, and, in so far as they choose 
stocks that are better than those that go to make up the market 
averages, investors should experience better-than-market per- 
formance. This superiority does not seem to be borne out by ex- 
perience. The Commission’s staff found that typical fixed-trust 
performance for the period 1930-35 “‘was below the performance 
of the 90 common stock index, although not by a large margin.” 
It also found that fixed trusts did slightly less well than manage- 
ment companies proper. 

No performance studies were made of the lesser branches of the 
industry—instalment investment plans (which are based on fixed 
trusts largely and so would have similar experience), face-value 
certificate plans (which invest largely in mortgages and high- 
grade bonds), or commingled trust funds administered by banks. 

In summary, it can be stated that, on the whole, investors in in- 
vestment company securities have experienced large losses, but 
that results have varied greatly from company to company. In 
general, there was a tendency for performance to parallel the 
movements in stock prices, which were particularly large and er- 
ratic during the period studied. Some trusts showed comparative- 
ly good results. American trusts, on the average, did less well 
than British trusts during the same period. 


3 Report of the S.E.C., Part IT, p. 493. 
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ABUSES 


If losses to investors supplied one pillar upon which the de- 
mand for regulatory legislation rested, the other was undoubtedly 
the “abuses and deficiencies” that had developed in the industry. 
Indeed, the Commission staff repeatedly emphasized the close re- 
lation between abuses and investors’ losses. Upon being pressed 
to present a specific estimate, the staff found that about 1 billion 
dollars (of the 3 billion total loss) “may be attributable to mis- 
management, looting or improper actions of managements in their 
own interests to the detriment of stockholders.’’** While these es- 
timates of losses due to abuses are subject to question, there is 
little doubt that they were of sufficient magnitude to make pro- 
tective measures of urgent importance. 

The roll of abuses discovered and reported by the Commission 
is a long one. In fact, it might be said that abuses became by all 
odds the all-absorbing center of interest of the investigation: they 
provided the basis upon which the Commission appealed to Con- 
gress for regulatory legislation and defined the objective of the 
law as it was finally passed. It is hardly necessary to catalogue in 


detail the often sordid particulars of cases involving doubtful or 
fraudulent practices. They can be found in the voluminous rec- 
ord.°s A judicious sampling should be sufficient. For this purpose 
it is well to treat the different classes of investment trusts and 
companies separately. 


MANAGEMENT COMPANIES 
This type, because of the frequency of security transactions and 
the broad discretion that must necessarily be vested in the man- 
agement, provides temptations to questionable practices. Of this 
general class the closed-end type seemed to harbor more abuses 
than the open-end type. Part of this was obviously due to the 
fact that the closed-end type is peculiarly a product of the “‘roar- 
ing twenties,” and part is no doubt due to the greater numbers of 
closed-end companies. Part is also due to the fact that, after the 
4 Senate Subcommitiee Hearings on S. 3580, Part 2, p. 797. Representatives of 
the industry disputed this estimate, claiming it to be grossly excessive. 
*s Over half of the record submitted to Congress dealt with abuses. 
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melting-away of portfolio values, management-owned stock was 
frequently left without asset value and became almost worthless. 
This, coupled with the impossibility of selling new issues, the gen- 
eral feeling of despair over past losses, and the absence of present 
profit opportunities, caused some sponsors to get rid of their trusts 
by selling control to other—and sometimes unscrupulous—per- 
sons or groups. On the other hand, some of the best-managed of 
all investment trusts are of the closed-end type. In general, no 
attempt will be made to distinguish between open-end and closed- 
end trusts in the discussion of abuses which follows. 

One of the most prevalent abuses found by the Commission was 
“‘self-dealing’’ between sponsors, directors, and officers, on the one 
hand, and the trusts, on the other. They or their affiliated institu- 
tions were able to “‘unload”’ on the trusts securities, loans, and 
other property which they owned or in which they had an interest 
or could cause investment companies to repurchase stock owned 
by insiders at a profit to those in control and to the disadvantage 
of the trust.|Of course, not all such transactions could be char- 
acterized as “unloading,” and one finds it difficult to draw exact 
lines between proper and improper transactions of this kind. This 
practice was prevalent enough to cause some representatives of 
the industry (as well as the Commission) to condemn all transac- 
tions which involved conflicts of interest and temptations to per- 
sonal profit at the expense of the trust. This type of abuse was 
particularly frequent during the stock-market collapse in October, 
1929, and thereafter. 

(In one case an investment bank sponsor sold to an affiliated 
trust substantial blocks of bank stocks and a parcel of real estate 
in which it was interested and purchased stock from its trust at 
less than the prevailing market price. These transactions resulted 
in large losses to the trust.°| Another company sustained large 
losses as a consequence of buying the stock of its banking affiliate 
to support the latter in a falling market. The same trust experi- 
enced large losses on securities bought from its sponsor’s security 

% Report of the S.E.C., Part III, pp. 22, 39-49; also Subcommittee Hearings on S. 
3580, Part 1, p. 130. 

67 Report of the S.E.C., Part II, pp. 51-75. 
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affiliate and additional losses on securities in which its sponsor 
was interested. It also took over loans previously made by its 
sponsor bank (apparently without recourse) and suffered sub- 
stantial losses on these loans. It is small wonder that the former 
president of the bank, who was also president of the security 
affiliate and the investment trust, testified that “‘this dual rela- 
tionship can bring about conflicting and embarrassing situa- 
tions,” that “there are times when it is almost impossible to de- 
cide whether or not this should go to your left hand or whether it 
should go to your right hand,” and that the officers “‘reached the 
unqualified conclusion that it was an inadvisable and impractica- 
ble relationship and one that should be terminated within the 
shortest possible time.’’* 

Another investment company sustained a large loss on a promi- 
nent New York building project in which its sponsor bank had an 
earlier interest. Later, control of the same trust was purchased by 
a company controlling a large number of trusts, and it was caused 
to buy substantial blocks of securities in allied investment com- 
panies.’° A large proportion (88 per cent) of the total investments 
of one investment company was in a few large oil companies in 
which its sponsors were interested.” The assets of several trusts 
were depleted by loans to individuals in control and their affili- 
ates.” In other trusts portfolios of marketable securities were 
turned over to management in return for the worthless securities of 
the managements’ personal holding companies.’? One company lost 
heavily by purchasing control of a corporation organized to make 
loans to and buy securities of public utilities in Germany. The 
co-sponsor of this investment company was also co-sponsor of the 
company interested in the German utilities. Control was sold to 
the investment company in September, 1930, after the soundness 
of some of the German utility loans had come into question.” 
The assets of another investment company consisted almost solely 

 Jbid., p. 154. 7° Ibid., pp. 115-41. 

% Ibid., p. 144. ™ Ibid., pp. 227-308. 

” Ibid., pp. 309-49 and 350-436; also 76-93. 

3 Ibid., pp. 350-496. Actual fraud and larceny existed in these cases. 

“ Ibid., pp. 497-623. 
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of the stock of an affiliated holding company, and the proceeds of 
bonds issued and sold by the same investment company were used 
to buy control of another holding company group of utilities and 
to support the market for the parent holding companies’ se- 
curities.’5 

Some of these cases may simply have involved poor investment 
judgment—which hindsight made appear suspicious; others clear- 
ly involved deliberate and criminal conversion of trust assets for 
personal use. In any case the number of transactions involving 
conflicts of interest was large and the practice of self-dealing was 
fairly common. The Commission reports that 151 management 
companies effected 1,250 portfolio purchases involving 162 mil- 
lion dollars from related interests between 1927 and 1935. In ad- 
dition there were undetermined amounts in loans to affiliated per- 
sons or sales by indirectly affiliated companies.” 

v |Another abuse—and one which grew in importance after the 
stock-market crash of 1929—was the wholesale scale upon which 
the control of investment companies changed hands without the 
knowledge or consent of the investors whose interests were af- 
fected. After 1929 many investment trusts had undergone heavy 
losses and were no longer sources of income to their sponsors, who 
now were often glad to get rid of them. Consolidations, mergers, 
outright sales, and dissolutions of companies became the order of 
the day. From 1929 to 1935 companies representing about one- 
fourth of the assets of all closed-end investment trusts were in- 
volved in exchange offers of securities.) The motives for such shifts 
in control were varied, ranging from economy of management and 
operation to profits from acquisition of investment company 
stocks at less than asset value and subsequent liquidation of the 
company and capture of control for purposes of “diverting their 
assets to their own purpose.’’?’ 

One large company took over 18 investment companies with 
total assets of 129 million dollars between 1930 and 1936. An- 
other had acquired 21 companies by the end of 1936, and either 
directly or indirectly controlled corporations with aggregate re- 

18 Ibid., pp. 624-778. % Tbid., p. 22. 

77 S.E.C., Holding Company Act, Release No. 1794 (November, 1939). 
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sources of 205 million dollars. Still another had acquired control 
of additional companies so that its assets were increased from 76 
million to 170 million dollars.”* Obviously, abuses do not neces- 
sarily arise from consolidation or purchase as such; that is an old, 
respected, and frequently useful procedure. {There were cases, UV 
however, where shifts in control were made as a part of a well-con- 
ceived conspiracy to “loot” the trust and make off with its port- 
folio of marketable securities. This particular type of action was 
both tempting and easy of execution because many investment 
companies consist only of a “safety deposit box of marketable 
securities and a set of books.” In some of the more notorious 
cases not only were single trusts looted, but part of their assets 
was used to buy control of other trusts, whose assets were used to 
buy control of still other trusts—all in turn being systematically 
exploited. | 

In one case a group, seeking to gain control of an investment 
trust, borrowed $177,000 from a bank to purchase control. Then 
the investment company was caused to deposit $167,000 in the 
bank to repay most of the loan. Subsequently, the new manage- 
ment caused the company to sell $145,000 of marketable portfolio 
securities and use $10,000 of proceeds to repay the balance of the 
original bank loan and $135,000 to pay insiders for a management 
contract. The stockholders were not informed of this change.’ 
By 1935 the company had recovered $15,000 of the $300,000 
fraudulently lost. One of the conspirators was arrested but never 
brought to trial; two were never apprehended. A judgment was 
obtained against another but was never satisfied.*° 

In 1935 another promoter and his associates bought for $2,300 
a contract to manage a small investment company and distribute 
its securities. The new management then caused the company to 
sell portfolio securities and buy almost worthless securities of 


% Report of the S.E.C., Part III, pp. 23-26. 

9 Ibid., pp. 94-114. 

*° Ibid., p. 105. An action to punish the ringleader was brought to a close by his 
death in December, 1938. On March 30, 1939, eleven of his associates were indicted 
for violating the fraud provisions of the Securities Act of 1933 and the mail fraud 
Statutes. Three pleaded guilty, six were tried and found guilty, and two were still 
awaiting trial in July, 1940. 
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other companies controlled by the new management. It was later 
caused to buy a controlling interest in a New Jersey trust com- 
pany, from which, in turn, the new management borrowed large 
sums of money. Later, control over 3 other investment companies 
was purchased, essentially by the use of their own funds. The 
Commission’s staff estimated that these promoters profited to the 
extent of $900,000 through fees, commissions, borrowings, etc. 
Later in 1936 they surrendered control over most of these com- 
panies and made partial restitution when the state authorities of 
New York and New Jersey made an investigation and obtained 
injunctions against them. 

Perhaps an all-time record in not-too-refined thievery was es- 
tablished by two groups, composed mainly of lawyers “‘with no 
substantial assets.” These persons, never previously connected 
with investment companies, conceived the idea of gaining control 
of investment trusts without investing any money of their own. 
The first group of three persons organized in Canada, in August, 
1937, a personal holding company called the Fiscal Management 
Company, Limited, and through this company carried on their 
operations. Their first victim was a small investment company 
with assets of $540,000, over which they gained control by paying 
the previous management $110,000 for their Class A stock having 
sole voting power. They borrowed this $110,000 from a respected 
and nationally known New York brokerage house, whose part- 
ners as a whole were probably without knowledge of the plan. 
The negotiations for the loan had been carried on by a trusted 
member of their legal staff (who subsequently became a partner 
of asecond Canadian company, the Northern Fiscal Corporation, 
Limited). As collateral for the loan, securities having a market 
value of $152,000 were taken from the portfolio of the company 
to be acquired with the proceeds of the loan. This was accomplished 
by a simple process whereby the old management voted them- 
selves out of control and the new management voted themselves 
in before the payment was actually made.** The new manage- 
ment immediately authorized the sale of the $152,000 of portfolio 
securities. The loan of $110,000 was repaid, and the $42,000 re- 

1 Tbid., p. 358. 
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maining were retained by the Fiscal Management group as “‘com- 
mission” and “‘profit” on the deals. To replenish the portfolio of 
the despoiled investment trust, the Fiscal Management Company 
issued its own preferred stock to it. Later, most of the remaining 
portfolio of marketable securities was liquidated and the proceeds 
used to buy securities of doubtful value from or make loans to the 
new management and their associates. Finally, the investment 
company was taken over for liquidation by the Michigan State 
Securities Commission. Investors lost almost all they had paid 
for the securities of this concern. 

But this was only the beginning. The next victim was a 3-mil- 
lion-dollar investment company sponsored by a well-known bank- 
ing house. Money was again borrowed from the same brokerage 
concern to pay for 44 per cent of the common stock. Portfolio se- 
curities were again sold, with “commissions” to insiders of $114,- 
ooo. Subsequently, the remaining portfolio of securities was liqui- 
dated to make personal loans and investments of dubious quality 
(including a South American utility project, loans to members of 
a brokerage firm, to management, and to associates) and to pur- 
chase other investment companies. As the result of the conse- 
quent large losses, proceedings for reorganization under Section 
77B of the Bankruptcy Act were instituted in March, 1938." 
Two other trusts were similarly acquired and grossly mismanaged 
by the same group. 

The story of the “looting” carried on by three persons who 
broke away from the Fiscal Management Company to form their 
own Northern Fiscal Corporation in December, 1937, to accom- 
plish the same things by approximately the same methods, need 
not be retold in detail here. Enough has been related to give the 
reader an inkling of the sordid details of these instances of piracy. 
This second group acquired control of 3 investment companies by 
causing the companies’ portfolios to pay for their own control. 
Two of the companies were placed in receivership shortly there- 
after.*s 

© Ibid., p. 351. 


* Ibid., pp. 437-96; see also Senate Subcommittee Hearings on S. 3580, Part 1, 
PP. 57-80. 
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These cases have been treated in some detail because they rep- 
resent the extreme in fraud and mismanagement. Two observa- 
tions are appropriate: First, these abuses occurred in 1937-38, 
long after the Securities Act of 1933, the Securities Exchange Act 
of 1934, and other regulatory legislation had been in full effect. 
Second, it would seem that such cases are at least partially ame- 
nable to legal action under the usual laws covering fraud and lar- 
ceny. Actually, the Grand Jury of the County of New York did 
indict the six persons of these 2 companies, one of whom pleaded 
guilty. A jury acquitted the other five; and the acquittal showed 
how difficult it is to prove fraud in court, since the intent of the 
individual is involved. In December, 1939, three of those con- 
nected with these companies and a member of the brokerage firm 
that made the loans were convicted in the United States District 
Court for using the mails to defraud the stockholders of the vic- 
timized companies. Sentences of one and two years’ imprison- 
ment were imposed. The New York Stock Exchange suspended 
one member of the brokerage firm for a period of three years and 
another for six months. It also expelled members of another bro- 
kerage house whose members had assisted in this organized piracy. 
The same firm was indicted by a federal grand jury for using the 
mails to defraud.** Thus the old weapons of the law concerning 
fraud, conspiracy, and larceny were brought into play—but too 
late to save those who had invested their money in these com- 
panies to achieve “diversification, wise selection, and expert man- 
agement.” 

Closely allied with this “trafficking in companies,” and fre- 
quently accompanying it, were numerous instances of changes in 
fundamental investment policy without the knowledge or consent 
of the companies’ security-holders. Many investors who thought 
they had made a commitment in a company owning diversified 
securities were rudely awakened to the grim reality that their in- 
vestment eggs were all in one basket—frequently a basket woven 
of the frail and broken reeds of some pet project of doubtful 
worth sponsored by the management. 

84 The acquittal of the five defendants on the first case was reported to have been 


termed a miscarriage of justice by the trial judge (see Senate Subcommittee Hearings 
on S. 3580, Part 1, pp. 57-80). 
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Changes in management and in investment policy were facili- 
tated where control was vested in a small amount of stock with 
virtually exclusive voting-power. Purchase of control was even 
less costly where this management stock was without asset value 
(“under water’’), because it was preceded by heavy senior capital- 
ization. The latter factor frequently provided an incentive for the 
old management to sell, as well. It was probably more than a co- 
incidence that every one of the four investment companies taken 
over and looted by the Fiscal Management group had either spe- 
cial management stock outstanding or had voting stock that was 
virtually without asset value at the time it was taken over. The 
same was true of the three companies wrecked by the Northern 
Fiscal group.*s These instances were cited repeatedly by the 
Commission as reasons for public control over capital structures 
and voting rights. It raises the question of whether, on the whole, 
it is more desirable to permit relatively inexpensive methods of 
permanent control in order to make it possible for a skilful man- 
agement without large resources to manage the savings of people 
whose confidence they have or to prevent it because it also makes 
possible the machinations of impecunious thieves.* 
¢ Other conditions embracing large possibilities of abuse arose 
where management was in a position to profit at the expense of 
security-holders. Contracts for management or commissions for 
the sale of new securities might be unreasonably costly to the 
trust and profitable to the management in control of both con- 
tracting parties. Stock might be given generously for services or 
other intangibles sold by promoters to the trust. Commonly, 
long-term options to buy stocks at favorable prices and in large 
amounts were voted by those in control to themselves and associ- 
ates—representing a constant possibility of dilution of assets 
available to publicly held stock. Insiders were frequently per- 


*s Report of the S.E.C., Part III, pp. 350-436 and 437-06. 

* In most cases the original sponsors or managers who had sold control of their 
trusts to these culprits testified that they had no reason to believe that the trusts 
were being purchased by persons of questionable character for dubious purposes. In 
one notable instance the trust sponsor—a large and old banking institution—led a 
proxy battle that prevented control of its trust from passing to one group. How- 


ever,the same sponsor later consented to control’s being acquired by another group 
(ibid., p. 613). 
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mitted to subscribe to newly issued stock at reduced prices and 
sometimes were allowed to redeem their stock on a favorable basis. 
In one extreme case an insider solicited the preferred stockhold- 
ers, offering to repurchase the preferred stock of an investment 
company at $87.50 a share. To get the money to pay for it, he 
caused the same investment company to redeem the same stock 
at $102.00 a share two days before he paid the stockholders! His 
profit on the transaction was $300,600.°*? 

The Commission’s Report to Congress dealt at length with the 
abuses arising because of complex capital structures and the issu- 
ance of senior securities by trusts. Not only does a complex capi- 
tal structure result in extreme difficulty of analysis by the poten- 
tial investor, but, according to the Commission, the very existence 
of any senior securities gives rise to divergent interests between 
owners of the junior stock, who usually have voting control, and 
those holding senior securities. Junior stockholders, being residual 
claimants to earnings, want large profits—from taking long 
chances if necessary—while senior security-holders want safety 
and a conservative investment policy. This, the Commission 
argued, is particularly dangerous when the common stock has no 
asset value and the only hope for the stockholder is a courageous— 
if not a reckless—policy involving large risks of loss to the owners 
of senior issues. Morevoer, the Commission was of the opinion 
that the very principle of borrowing or “trading on the equity”’ is 
untenable, for history, it contended, proves that average invest- 
ment returns do not warrant borrowing by use of 5 per cent de- 
bentures and 6 per cent preferred stock. It found that the average 
return on money invested by management companies during the 
period 1930-36 was only 33 per cent. 

Clearly, such an argument is not conclusive, and it raises ques- 
tions which can be only touched upon here.** Many studies of the 

87 Jbid., p. 609. The same person and others connected with the activities of the 
same trust have been indicted for conspiracy to use the mails to defraud (Senate 
Subcommitiee Hearings on S. 3580, Part 1, p. 130). 

8 See S.E.C., Holding Company Act, Release No. 1368 (January, 1940). The 
period 1930-36 can hardly be called representative of normal investment returns. 


If so, rates on bonds and preferred stocks ought to be below the 5 and 6 per cent 
levels (see also Senate Subcommitiee Hearings on S. 3580, pp. 265-75). 
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returns to common stocks over various periods of time prior to 
1928 have shown that common stocks have yielded double the 
amounts found by the commission. A leading study of the invest- 
ment experience of twenty-five fire insurance companies, for ex- 
ample, disclosed that portfolio common stocks yielded an aver- 
age return of 7.24 per cent from 1908 to 1926. Other studies 
showed that common stocks yielded greater investment returns 
over a period of years than bonds in a large majority of cases.* 
The most comprehensive study of stock prices and yields now 
available shows that dividend yields on common stocks in all in- 
dustries (industrials, railroads, utilities, etc.) during the long 
period 1871-1937, inclusive, ranged from a low of 3.21 per cent 
(in 1891) to a high of 7.90 per cent (in 1917), and common stocks 
showed returns from dividends and appreciation during the same 
sixty-six-year period at the average annual rate of 6.9 per cent.” 
Unless the trend that prevailed for over half a century is not to 
return, borrowing (within limits) for the purpose of investment in 
common stocks would seem to be sound. At least there is a heavy 
burden of proof on the Commission’s view that the issuance of 
senior securities by investment trusts is fundamentally unsound. 
That still leaves, however, the question of whether bonds should 
be issued by an institution whose income is dependent upon un- 
certain common-stock dividends. The answer would seem to be 
that it depends upon the kinds of stocks chosen for the portfolio, 
the proportion of common to preferred stocks and bonds in the 
portfolio, the proportion of borrowed to ownership capital, and 
the conservatism of the management in carrying cash or liquid- 
asset reserves to tide over periods of emergency. It is hardly a 
subject for complete prohibition or unlimited indulgence; rather 
it is essentially a question of good business judgment. 

Finally, the temptation on the part of management to specu- 

% See Dwight C. Rose, A Scientific Approach to Investment Management (New 
York, 1928); Smith, op. cit.; Van Strum, of. cit.; R. G. Rodkey, Preferred Stocks 
as Long Term Investments (“Michigan Business Studies,” Vol. IV, No. 3); and 
Bosland, op. cit. 


%° Cowles Commission for Research in Economics, op. cit., pp. 50, 372-73- 
This, of course, assumes that management can do at least as well as the stock aver- 
ages. 
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late or gamble to achieve larger income is hardly limited to in- 
vestment trusts—or to those with senior capital. It would seem to 
apply in greater or less degree to any business activity where 
management took lightly its obligations (moral and legal) to 
bondholders and preferred stockholders, its reputation, its ability 
to raise capital in the future, and its success. Surely, it is risky to 
oversimplify concerning the guiding motives of managements, 
whether of investment trusts or of any other enterprise. It is true 
that the record of investment trust preferred stocks from 1927 to 
1935 is far from impressive. The Commission found that 84 per 
cent of the 117 issues studied passed one or more dividends. On 
the other hand, there were relatively few investment trust bonds 
in default.* Thus investment company preferred stocks probably 
did worse than preferred stocks of other industries, but invest- 
ment company bonds probably did better than bonds of other in- 
dustries as a whole. One needs only to call to mind wholesale de- 
faults of railroad bonds, foreign bonds, real estate bonds, and 
even municipal bonds (in certain areas) to wonder why borrowing 
by investment trusts should be condemned and the same practice 
sanctioned elsewhere. 

In so far as the holder of investment company bonds was in- 
adequately protected by lax enforcement of trust indenture pro- 
visions, he probably was in about the same position as other bond- 
holders and, like them, should benefit from the enactment of the 
Trust Indentures Act of 1939, except in so far as he might need 
special protection to meet problems peculiar to investment trusts. 
This protection will be discussed later. 

The “insulation of management from ownership” through vot- 
ing trusts, nonvoting stock, multiple voting stock, pyramiding, 
and control over the proxy machinery raises problems similar to 
those existing in other corporations. The Commission Report was 
decidedly critical of such devices, but those in the industry—par- 
ticularly the old concerns which used the Massachusetts trust 
form—were strongly of the opinion that one of the best protec- 
tions to investors was the assurance that control of the trust could 


% S.E.C., Holding Company Act, Release No. 1868 (January, 1940), pp. 4-19; 
see also Senate Subcommitice Hearings on S. 3580, Part 3, p. 1066. 
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not be alienated from those in whom investors had manifested 
their faith by buying securities of the trust. No outside interest 
could, by controlling 51 per cent of the stock, dominate against 
the wishes of holders of the other 49 per cent or control through 
minority ownership and a successful appeal to holders of a major- 
ity of stock through the proxy machinery. The very permanence 
of management under a voting trust or business trust arrange- 
ment can conceivably be an advantage—particularly where a 
long-range investment program is at stake. On the other hand, 
the dangers of divided interests where management has no finan- 
cial stake in the enterprise are equally obvious. Here again, the 
matter seems to boil down to honorable action rather than to 
technical devices.” 

The experience of British management trusts during the past 
quarter-century hardly lends support to the contention that 
senior capital—and particularly nonvoting senior capital—is un- 
sound. These trusts typically raise two-thirds of their capital by 
issuing debentures and preference stock. This has not led to wide- 
spread financial failure, to gambling, or to selling the senior secu- 


rity-holders “down the river.” Abuses of a useful device and 
abuses of power may, but do not necessarily, argue for prohibi- 
tign. 


4 | A type of abuse that cried out for correction in many instances 
was that connected with accounting and reports to security-hold- 
ers. One whole school of thought believed that adequate and 
honest publicity is the best protection for the public and that oth- 
er regulation is unnecessary. Perhaps this is an extreme view, but 
there is something to be said for it. Certainly it is one of the essen- 
tials of any program of investment trust regulation. The Com- 
mission found many instances of gross violation of proper ac- 
counting and report practices. [The major abuses were the pub- 
lication of misleading reports of “‘profits’’; failure to indicate 
sources of profits; failure to distinguish between income and cap- 
ital gains; inclusion of fictitious profits arising out of intercompany 

* Senate Subcommitiee Hearings on S. 3580, Part 3, pp. 502 ff., 590. Business 


trusts whose shareholders have the right to elect trustees every year may be con- 
sidered partnerships at law and so subject shareholders to unlimited liability. 
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transactions; treatment of proceeds of security sales as income; 
and many devices of bookkeeping legerdemain to inflate apparent 
profits and increase security sales. Inadequate audits by inde- 
pendent auditors and public accountants made the misleading 
statements sound even more plausible to the security-holder, 
when they were “certified’’ as being correct.) T he Commission 
questioned management’s hiring of auditors and recommended 
the election of independent auditors by the stockholders. Radical 
departures from respectable accounting practice were fortunately 
the exception rather than the rule, but those exceptions included 
one of the largest trust groups, in which several hundred millions 
of dollars were lost by investors.® 

In a few cases the Commission found price manipulation of 
either trust or portfolio securities by the sponsors or their affili- 
ates. Trust participation in market-pool operations was con- 
fined to a relatively few cases, and some of these were said by 
management to be “stabilization” rather than “manipulative” 
operations. In view of the common practice among individual 
speculators in 1928 and 1929 of pool manipulation for the purpose 
of artificially raising stock prices, it is probably noteworthy that 


investment companies born in that speculative era should not 
have engaged in such operations to an extent greater than was 
found by the Commission. Price stabilization of the company’s 
own securities by sponsors as a device to encourage distribution 
to the public was more common.” 


OPEN-END COMPANIES 
One abuse stressed by the Commission, which applied only to 
open-end companies, arose in connection with the continuous 
offering of new shares. It was called “dilution” of the equity of 
the holders of outstanding stock. It occurred because the offering 


93 S.E.C., Holding Company Act, Release No. 1926 (February, 1940), pp. 1-0; 
see also Report of the S.E.C., Part III, pp. 76-93; an auditor retained by the manager 
failed to reveal to stockholders that the company’s cash was on deposit with the 
sponsor, which was not a bank of deposit and which failed with large loss to the 
trust. 

% Two cases involving large companies are discussed in the Report of the S.E.C., 
Part III, pp. 13-15 and 238-49; see also S.E.C., Holding Company Act, Release 
No. 1926, p. 2. Also Senate Subcommittee Hearings on S. 3580, Part I, p. 9°- 
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price for new stock was not changed from minute to minute to 
correlate with the changing market prices of the portfolio secu- 
rities. Ordinarily the offering price of new trust stock for any day 
is computed on the basis of the closing market prices of the port- 
folio stocks (usually listed on the Stock Exchange or Curb) at 
3:00 P.M. of the previous day. This offering price goes into effect 
at 10:00 A.M. and remains in effect until 10:00 A.M. the next day, 
even though prices of the portfolio stocks may have risen or fallen 
in the meantime. If the market rises, the new buyer can purchase 
on the basis of asset value computed at previous lower levels— 
plus a loading charge of about 8} per cent.*5 This permits him to 
become a part-owner by contributing less than full asset value at 
the time of purchase (exclusive of the load) and so results in dilu- 
tion of the equities of existing stockholders. The Commission 
contended that the possibility of such “bargain purchases” was 
“used as one of the principal selling arguments” by those dis- 
tributing open-end trust securities. Dealers and others could also 
take advantage of this system by withholding orders until the 
next day if prices were on the downgrade. 

The Commission also found that “new models” of open-end 
companies were frequently brought out for the purpose of stimu- 
lating sales of securities to the investing public. ‘Switching’ of 
existing holders to these new companies was promoted. Exten- 
sive persuasive advertising was also practiced by these companies, 
probably because most of the open-end companies were sponsored 
by concerns whose major business was to sell the securities issued 
by the trust. Hidden sales “loads” existed in some cases, and 
“hidden” sources of profits to management were found. Repur- 
chases of securities were in some instances found to have been 
made for questionable purposes, such as aiding the sponsoring 
company, removing opposition, and creating book profits.” 
Thus ran the Commission’s charges against open-end trusts—but 
the weakness most emphasized was “dilution.” 

Representatives of open-end trusts took spirited exception to 
the Commission’s findings about “dilution,” contending that 

% Senate Subcommitiee Hearings on S. 3580, Part 1, pp. 136-37. 

* S.E.C., Holding Company Act, Release No. 1750 (October, 1939). 
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they were irrelevant for 90 per cent of the industry and that, at 
most, the dilution of typical trusts was a small fraction of 1 per 
cent a year.®’ 
FIXED AND SEMIFIXED TRUSTS 

Since fixed (or unit) trusts do not involve continuous manage- 
ment of portfolios, they are relatively free of some of the “abuses” 
found in management trusts. The Commission found, however, 
that they had some of their own. Hidden loading charges, in ad- 
dition to the usual loading of 7-10 per cent, made it more costly 
for the investor to obtain diversification by this means than he 
realized. There was a continuous creation of “new models” of 
trusts by sponsors into which holders of previously established 
trusts were urged to “switch.” These switches were costly to the 
investor because a new loading charge had to be paid each time. 
Of course, this increased the sponsor’s commissions. Frequently, 
misleading statements were made to induce conversion into a new 
trust. The Commission also found that those creating fixed 
trusts usually created a “depositor corporation,”’ which was only 
a legal shell, without assets, to insulate the sponsors from liabil- 
ity arising from trust operations. Sponsors also sold their inter- 
ests in trusts to others without the consent of trustees or certifi- 
cate-holders. Trustees were released from nearly all liability 
through use of “exculpatory”’ clauses in trust indentures and be- 
came virtually “custodians” or “stakeholders” rather than true 
“trustees.”** Finally, in many cases holders of trust shares had 
difficulty in converting their certificates into cash. Such shares are 
not listed on exchanges (although some are actively traded in the 
counter market), and they are seldom redeemed for cash by the 
trustee in convenient amounts (although dealers frequently re- 
purchase them). Moreover, sponsors and depositor corporations 
have frequently gone out of business leaving the holder with a cer- 


97 Senate Subcommitiee Hearings on S. 3580, Part 2, pp. 518-35; see also rejoinder 
by Commission and reply by industry on pp. 835-63; also Hearings, Part 3, pp. 1085- 
96. 

% Investment Trusts and Investment Companies: Report of the Securities and Ex- 
change Commission, “Fixed and Semifixed Investment Trusts” (Washington, 194°), 
P. 74. 
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tificate in an “orphan” trust, for which no one accepts responsi- 
bility.% 
INSTALMENT INVESTMENT COMPANIES 

Instalment investment companies had also developed some 
deficiencies which the Commission thought demanded a remedy. 
Since these plans appeal primarily to those who save only small 
sums, such as wage-earners and other small savers, there is room 
for the kinds of abuse which arise out of lack of knowledge by the 
purchaser of the nature of the plan and the degree of risk involved. 
Difficulties frequently arose, either from misunderstanding or 
from misrepresentation, and buyers repeatedly complained that 
the plan had been represented to be “‘like a savings bank”’ rather 
than as a device for permitting indirect investment in a diversi- 
fied list of common stocks. The fact that payments of instal- 
ments were usually made to a trust company and that some of the 
plans had optional insurance provisions made the small saver feel 
that well-established savings and investment institutions were 
“back of the plan.” Sometimes he was led to believe, or through 
ignorance did believe, that his certificate or contract would have 
a definite maturity value rather than an uncertain value based 
upon the trend of common-stock prices. Salesmen were frequently 
people without financial knowledge and with inadequate training. 
Sometimes they did not understand the plans themselves but 
used “canned” sales arguments, methods, and materials handed to 
them by superiors. Salesmen’s earnings were small and turnover 
among them very high."®® Emphasis was placed on selling every- 
one, no matter how small his income or savings. If the small in- 
vestor found that he had been sold something he did not want, he 
usually discovered that if he stopped paying, the liquidating value 
was very small and he would lose most of what he had paid in. 
This was the result of the high sales costs and other “loading”’ 


%” S.E.C., Holding Company Act, Release No. 1906 (January, 1940), pp. 1-5. 

1° Investment Trusts and Investment Companies: Report of the Securities and Ex- 
change Commission, “Companies Sponsoring Installment Investment Plans” (Wash- 
ington, 1940), pp. 143-85. 
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that was subtracted from his payments during the early years.'” 
These costs were usually not made known to the buyer, although 
the ‘double load” plus other fees of this “trust-on-trust” plan 
varied from 7.55 per cent to 20.33 per cent and averaged 15.56 
per cent of the amount to be invested. Thus it cost a saver $160 
to have $1,040 invested over a period of years. This compares 
with the average original load of 5.8 per cent for closed-end man- 
agement companies and the 5 to ro per cent load for fixed trusts 
and open-end companies.** Doubtless such an instalment plan 
involves considerable expense. The costs of the instalment plan 
itself as well as the costs of the fixed trusts whose securities were 
ordinarily used as a basis for these plans had to be covered, but 
apparently some of the companies found it possible to operate on 
a more reasonable loading basis. 

The high lapse ratio on this type of plan also deserves to be 
mentioned. The Commission found that 40 per cent of the 
amount payable on certificates sold from 1930 to 1935 was lapsed 
by the end of 1935. The average loss experienced by investors in 
11 plans was 35 per cent of the amount paid in, and in 1o out of 
the 11 plans it averaged over 50 per cent.'®? Apparently many 
“truck drivers, W.P.A. workers, butchers and people in the small- 
est income bracket” found difficulty in keeping up their plans.’ 
Obviously, such a lapse ratio indicates more than a “trace” of 
overselling. The most unfortunate were those who withdrew 
within the first year and lost from 60 to 100 per cent of what they 
had paid in. Sometimes, old subscribers were induced to buy or 
switch to new contracts, thereby incurring a second set of heavy 
loading charges for themselves and a second set of commissions 
to the seller of the contracts. 

Misrepresentation, misunderstanding, and excessive loading 


tet The S.E.C. received so many complaints about these plans that it began to 
investigate their sales practices in November, 1937. Later it started injunction 
proceedings against 8 large companies for violations of the Securities Act of 1933. 
Six of the companies consented to the entry of final decree, 1 settled by stipula- 
tion, and the other suit was pending on January 8, 1940 (ibid., pp. 155-56). 


10 Ibid., pp. 48-51. 103 Tbid., p. 65. 
104 See Senate Subcommitiee Hearings on S. 3580, Part 1, p. 166. 
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charges were the major problems of this part of the investment 
trust industry that called for solution. Counsel for the Commis- 
sion stated to the Senate subcommittee that the better elements 
in the industry were trying to improve their practices but found 
it difficult to meet the competition of their less scrupulous rivals 
without the aid of legislation establishing a required plane of 
reputable practice.**s 

Finally, a word might be said for purposes of perspective. 
These instalment plans represent a small segment of the industry, 
if importance is measured by total assets. They represent a post- 
1932 development, and 33 plans had by 1937 received only 52 mil- 
lion dollars from investors—less than several individual manage- 
ment companies alone. Of this the Commission estimated that 17 
millions had been “‘lost”’ by investors, the “loss” being about 
equally divided between loading charges and depreciation of as- 
sets.7°° 


FACE-AMOUNT CERTIFICATE COMPANIES 


Although not ordinarily thought of as investment trusts, these 
companies also came in for their share of criticism by the Commis- 


sion. Two companies dominate this business, which consists of 
selling what is essentially a contract or promissory note to pay the 
subscriber a definite amount of money at a definite time, provid- 
ing the subscriber pays in given amounts of money periodically 
for a number of years—usually ten or fifteen. It is definitely rep- 
resented and sold widely as a savings plan which is “conservative” 
and competes with the savings bank, building and loan associa- 
tions, endowment insurance, and other periodic-payment savings 
plans. Since these plans have to be sold by an agent who makes 
personal contact with the buyer, the expenses of selling and ad- 
ministration amount to a considerable part of the early years’ 
payments, resulting in small loan or cash values if the buyer wishes 
to terminate his plan or turn it into cash. These plans also were 


1° Tbid., p. 175. The industry reduced sales loads to 10 per cent after conferences 
with the Commission. 

* Tbid., pp. 186-88; see also S.E.C., Holding Company Act, Release No. 1734 
(September, 1939), pp. 1-7. 
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considered to be defective in that default of any payment meant 
stoppage of interest on all amounts previously paid in.**? More- 
over, it was the opinion of a spokesman of the Commission, that 
although investors who held their certificates had fared well in the 
past, the survival of the industry might be based on the question- 
able and unsubstantial basis of profits to the companies arising 
out of losses to investors who surrendered or defaulted their plans 
soon after beginning them.'®* Although this was probably an 
overstatement, it did call attention to the plight of those who 
found that a sizable proportion of the early years’ payments went 
not to a “savings account” but to pay commissions and other 
costs of issuing the contract, thus leaving little to show for past 
savings if the program could not be carried on. 


RELATIONSHIP OF INVESTMENT EXPERIENCE TO ABUSES 


Before proceeding to a discussion of the legislation designed to 
remedy the defects and abuses outlined above, the question may 
be asked: To what extent were investors’ losses, discussed earlier, 
the result of the abuses which the legislation seeks to remedy? 
The answer is not easy. 

The reports of the Commission and the statements of iis mem- 
bers, counsel, and representatives give an impression of a very 
close correlation between losses and abuses, even though in some 
instances statements on this point were guarded. On the other 
hand, investment trust representatives insisted that abuses were 
confined to a small fringe of the industry and accounted for only a 
small percentage of the losses incurred. It is probable that indus- 
try estimates minimized such losses and that the Commission staff 
exaggerated them. 

Rather extreme statements were made on both sides, and the 
complete truth is difficult to determine. In the first place there is 
uncertainty as to the total losses to investors. The Commission 
staff found total losses from 1927 to 1935 to be about 3 billion 
dollars. A representative of the industry, on the other hand, 


107 Senate Subcommitiee Hearings on S. 3580, Part 1, pp. 301-2. 
18 Tbid., p. 136. 
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found that, if allowances were made for 383 million dollars of capi- 
tal appreciation, wrongly included by the S.E.C. as money paid in 
by investors, and if the comparison is carried forward to the end 
of 1936, investors’ total losses would be cut in half, or to 1.5 bil- 
lion, largely because of higher stock prices in December, 1936. As 
has already been noted, the degree of success in investment in 
common stocks depends largely upon whether stock prices happen 
to be high or low on comparison dates. The Commission’s figure 
of 3 billion was the one generally used in presenting the matter to 
Congress. 

But if the amount of total losses to investors in trust securities 
was uncertain, opinions as to what portion of the losses was due to 
“abuses” rather than to stock-market trends, honest mistakes, or 
poor judgment seemed to be still more variable—and perhaps not 
subject to accurate measurement because of the necessarily vague 
definition of the term “‘abuses.’”’ One thing stands out clearly. It 
is that the S.E.C. staff definitely intended to convey the impres- 
sion that losses due to abuses made up a large proportion of total 
losses. In its Report to Congress, it wrote: 

However, the record of public examinations amply demonstrates that the 
quality of the performance of the investment company industry as a whole 
was in no small measure adversely affected by the cumulative effect of the 


subordination of the interests of these organizations to the pecuniary inter- 
ests of their controlling persons.'*® 


Commissioner Healy in a statement supporting the S.E.C. regu- 
latory bill before the subcommittee of the Senate and pointing out 
that not all investment trusts were improperly managed said: 
“But I must say, because it is the truth, that, considered as a 
whole, the record of the industry is shocking. The most pessimis- 
tic prophets of the dire consequences to the investor of unregulat- 
ed investment trusts have been justified.”"° That the general 
tenor of the remarks of those making statements on behalf of the 
Commission before the Senate subcommittee left the desired im- 
pression on committee members is evidenced by the following re- 


'” Report of the S.E.C., Part Ill, p. 37. 
"1° Senate Subcommittee Hearings on S. 3580, Part 1, p. 37. 
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mark of Senator Downey: “I must admit that I was left some- 
what with the idea that it was the contention of the Commission 
that there had been a loss of several billions through looting and 
mismanagement. I was left with that impression.’”™* Senator 
Wagner, chairman of the Senate subcommittee, seemed to be un- 
der the same impression. He said: “I know many men in the in- 
dustry are men of high character and conduct their affairs in an 
honorable way. But this testimony shows that a large part of 
$3,000,000,000 lost—not their money, not the manipulator’s 
money, but the people’s money—has been taken from the people 
by looting.’’* In the S.E.C. reports and testimony there is re- 
peated linking of losses with abuses; and representatives of the 
industry termed the Commission’s inferences highly misleading in 
this respect. Mr. Bunker, speaking for the industry, severely crit- 
icized the Commission’s contention and stated that he knew that 
“such an interpretation does not reflect the true situation, and 
that any such interpretation is absolutely and completely er- 
roneous. And I am sure that Judge Healy would be the first to 
agree with me.’’"’ When asked what proportion of the losses of 
the industry he would attribute to abuses, Mr. Bunker replied: 
‘‘A maximum of 10 per cent. I would go further. I would say that 
I do not believe, in the last 7 or 8 years, that the total money lost 
from looting in the business has been 1 per cent of the assets of the 
entire aggregation of capital. That is a guess.’”**4 In the case of one 
very large investment company group which experienced stupen- 
dous losses Mr. Bunker estimated that the loss from “‘any criminal 
act of embezzlement” did not exceed 10 per cent of the shrinkage 
in value but went on to say: ““My guess would be that it was 
mismanagement.’’"S Instead, he contended, a large proportion of 
investor losses “was the same shrinkage in value that occurred in 

11 Senate Subcommitiee Hearings on S. 3580, Part 2, p. 334. 

12 Hearings on S. 3580, Part 1, p. 204. 

"13 Senate Subcommittee Hearings on S. 3580, Part 2, p. 332. Hugh Bullock stated 
that only a fraction of 1 per cent of the open-end industry was affected by the mal- 
practices found in the S.E.C. study (ibid., p. 510). 


14 [bid., p. 336. Mr. Bunker is executive vice-president of the Lehman Corpora- 
tion, a closed-end trust, and was spokesman for a committee of closed-end com- 


panies. 
"5 Ibid., Pp. 334. 
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every walk of life over the period 1929 to 1935 or 1937.”"™° To 
prove this, he compared the investment performance of trusts 
with that of all other new securities, totaling 5.5 billions, issued 
in 1929. He found that investment trusts preserved 56 per cent of 
the value of their assets between 1929 and 1935, while newly is- 
sued bonds preserved 74 per cent, preferred stocks 47 per cent, 
and common stocks 33 per cent, and all securities together only 49 
per cent of their issue prices. Moreover, a group of leading stocks, 
recommended by a disinterested investment service during 1929, 
retained only 48 per cent of their 1929 values down to 1935. If the 
investment trust comparison had been made from the end (rather 
than from the average date) of 1929, trusts would have preserved 
69 per cent of their assets. The conclusion reached was that in- 
vestors would have suffered just as severe losses by purchasing a 
cross-section of other securities issued or recommended in 1929 as 
they did in investment trusts and, therefore, the losses sustained 
by the latter were due to the general decline in security values, 
not to looting or mismanagement. In fact, Mr. Bunker character- 
ized the depression record of management companies as “little 
short of remarkable.””*? 

A leading figure in the open-end trust business stated that the 
Commission’s method of computing losses experienced by inves- 
tors in open-end shares was “. . . . a statistical monstrosity and, 
therefore, misleading.’’** 

This disagreement between the S.E.C. staff and the industry is 
not cited to determine who may have been right or who wrong 
about the relation of losses to abuses but rather to indicate the 
presence of sharp differences of opinion. The Commission did not, 
in fact, present any estimate of the amount of losses due to abuses 
until after this controversy had been aired before the Senate sub- 
committee. Then it attempted an estimate and found that total 
losses of about 1.1 billion dollars were attributable to “looting,”’ 
“mismanagement,”’ or “improper actions of managements in their 

"6 Tbid., p. 332. 

"7 Ibid., p. 343; also pp. 337-46. The Commission experts attacked Mr. Bunker’s 
methods (pp. 821-33) but apparently did not convince him (Hearings, Part 3, pp. 
1083-84). The controversy centers on such matters as choice of dates, stocks, etc., 


for the statistical studies. 
"8 Tbid., p. 491. 
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interests to the detriment of the shareholders.”” Such losses might 
even be as high as 1.5 billion dollars.**® 

The Commission’s method of arriving at this result cannot be 
checked, since the names of the companies and the amount of 
losses due to abuses are not included in the record, presumably to 
protect the companies or their managements from lawsuits and 
unfair publicity. The Commission did reveal that it attributed to 
abuses about 300 million dollars of losses of one group of associ- 
ated companies alone. This group had engaged in improper ac- 
counting practices, intercompany sales to create fictitious profits, 
and market manipulation. It had issued misleading financial 
statements to stockholders, had paid unearned dividends, and had 
induced investors to give up securities of subsidiaries in exchange 
for those of the top companies, with resultant losses; but it was 
not guilty of gross fraud or looting.**° The same group lost 390 
million dollars in all. No clue is given as to how the other losses 
due to abuses were accounted for, but if, as seems probable from 
staff testimony, a large proportion of the losses of 200 companies 
which were liquidated through bankruptcy (or voluntarily) down 
to 1935 and of about 200 other companies involved in consolida- 
tions and acquisitions were attributed to abuses, the remaining 
component of the total is clear.* But grave doubts would arise 
concerning the accuracy of the resulting estimate—since it rested 
on the debatable concept “abuse’’ and on a questionable exten- 
sion of the term “investment trust” to cover holding companies. 
The Commission is on dubious ground if it includes such concerns 
as the top holding companies of the Insull utility empire as invest- 
ment trusts. Yet the loss of over 200 million dollars to investors in 
these companies may have been included in the Commission’s es- 
timate of investment trust losses due to abuses.’” 

A rough check on losses to investors in over 30 companies whose 
misdeeds are reported in detail and at length by the Commission 
in one section of its report, reveals that they amounted to about 


"19 Ibid., p. 797. 120 Tbid., p. 804; see also Hearings, Part 1, pp. 81-119. 

+t Hearings, Part 2, pp. 781 ff. 

12 This possibility is suggested by a representative of the industry in trying to 
understand the Commission’s estimate (Senate Subcommitiee Hearings on S. 3580, 
Part 3, p. 1083). 
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250 million dollars. While the loss directly due to “mismanage- 
ment” in this group is not easily ascertainable, that which is due 
to “looting,” “embezzlement,” and the grosser forms of deliberate 
exploitation does not appear to have exceeded about ro million 
dollars. The stories about “slick devices” and “sly crooks’ are 
spectacular—but the bulk of investors’ losses must be accounted 
for otherwise. It is important to distinguish, moreover, between 
losses due to abuses and those incurred by companies that may 
have been guilty of one or more forms of abuse. For example, a 
company may be guilty of issuing misleading statements to its 
stockholders or of following unsound accounting methods or of 
self-dealing by management or almost any other objectionable 
practice—or a combination of them—yet, if its portfolio shrinks 
because all security prices melt away, it would scarcely be justi- 
fiable to charge the entire loss to abuses. 

Granting that exact information concerning losses due to 
abuses is probably not obtainable for reasons of definition—if 
nothing more—there is danger in exaggerating their importance 
above the true proportions. The danger—aside from possible un- 
fairness to the industry as a whole—is that the enactment of a 
law to remove abuses may mislead investors into the belief that 
the major source of loss has at last been removed and that there is 
little probability of future losses in investment trust securities. 
Such would be a regrettable delusion. Investment trusts, as they 
have grown up in America, are essentially a medium through 
which the investor can participate in the risks (resulting in gains 
or losses) of a cross-section of American industrial life. His future 
is tied up with the general health and growth of that industrial 
life, and it is difficult to see how regulatory legislation can directly 
insure that health and growth. It can at best assure that losses due 
to undesirable practices and fraud will be reduced to a minimum. 

In so far as the force of law can eliminate abuses and compel all 
to conform to the higher standards in the industry and in so far as 
such law is positive rather than merely restrictive in its outlook, it 
can be helpful, even though it is not a cure-all. From this point of 
view we proceed to the analysis of the provisions of the law itself. 


[To be continued in the October issue] 








THE COMMITTEE FOR THE NATION: A CASE 
HISTORY IN MONETARY PROPAGANDA 


HERBERT M. BRATTER 
Washington, D.C. 


E following is written to give an idea of how propaganda 

| was successfully used to effect changes in the nation’s 

monetary policy in 1932-34. It is an account relating to 

only one pressure group, one whose activities were aimed at 

changing the national gold policy. It is based very largely on re- 

vealing literature lavishly distributed by the Committee for the 
Nation. 

Despite its imposing name, the committee was only a private 
group controlled by a few businessmen, although it clearly had 
several influential and active friends in Congress. In newspaper 
reports of the inflation campaign, leaders of the committee time 
and again were linked with prominent Washingtonians, notably 
Senator Elmer Thomas, author of the Thomas Amendment to the 
Agricultural Adjustment Act of 1933, and with propagandists 
elsewhere in the fields of bullion and currency. Its relations with 
Professor George F. Warren, of Cornell, protégé of Secretary of 
the Treasury Morgenthau and presidential adviser on gold policy, 
appear to have been particularly close. The committee collabo- 
rated with other economists, notably Professor Irving Fisher, of 
Yale, advocate of the commodity, or so-called “rubber,” dollar. 

That the committee merits an article is due to its apparent in- 
fluence in 1933 and 1934, beth as claimed in its literature and as 
evidenced by Washington developments. For example, a 1933 
committee pamphlet, under the heading Work of the Committee for 
the Nation, said: 

In February, 1933, the Committee for the Nation recommended embargo 
of gold exports and suspension of specie payments as prerequisite to restora- 


tion of the American price level. These two steps became accomplished facts 
early in March. 
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April 6th the Committee pointed out that the effect experienced in other 
countries of suspending specie payments could not be realized in the United 
States so long as the Government continued to peg the dollar in international 
exchange. April roth the dollar was cut loose from gold. 

May 18th the Committee made the establishment of a free gold market in 
New York one of its objectives as a means to increase the price of gold and 
raise commodity prices. August 29th free exportation of newly-mined 
American gold was permitted. 

Through May and June the Committee vigorously opposed currency 
stabilization at the World Economic Conference. July 3rd the President re- 


jected stabilization. 
In June the Committee took to the country the issue of frozen bank de- 
posits. By September a change in Government policy was ordered. 


To the subject of the committee’s influence we shall revert below. 


THE COMMITTEE’S ORIGIN AND DEVELOPMENT 


The committee reviewed its own origin and propaganda meth- 
ods in a brief folder published in 1934. According to that account, 
small groups of businessmen, concerned over the impending credit 
and banking collapse, met in November, 1932, and subsequently 
at intervals until, in January, 1933, there emerged “‘an industrial 
and agricultural Committee to Rebuild Prices and Purchasing 
Power.”’ The committee retained the National Industrial Con- 
ference Board and other research consultants. Moreover, some of 
the members had “vast fact-finding and statistical departments 
.... at the service of the Committee,” the literature reported. 

In the folder just quoted the committee claimed credit for hav- 
ing hastened the release of frozen bank deposits. By interchang- 
ing information, it proceeded, the committee “brought industry 
and agriculture to thinking and acting in unison” and “provided 
an efficient and relatively inexpensive mechanism by which indus- 
try and agriculture can exert their influence in the formulation of 
economic policies which vitally affect their well being.” 

In its discussion of its press, magazine, and radio work the same 
pamphlet reported: ‘““The Committee has succeeded in presenting 
supposedly abstruse monetary problems in terms understandable 
over the radio, and in this way is reaching millions of listeners.” 
The pamphlet went on to say: 
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At critical periods in the development of national policy the Committee 
has placed its data and recommendations directly in the hands of the Ad- 
ministration, its advisers, and members of Congress. 

The Committee for the Nation has become an effective register of the 
informed opinion of an alert and active leadership in business, which at last 
realizes that the problems of government are the problems of business. Its 
members are alive to the danger of having economic problems solved for 
them—and perhaps wrongly solved, with disastrous consequences—if indus- 
trial leaders neglect to contribute their experience to the solution. 


MOTIVES AND AIMS 


Before taking up the committee’s propaganda methods in de- 
tail, some attention should be given to further discussion of its 
motives. The main stated object of the committee was, specifical- 
ly, to restore commodity prices to their pre-depression level, that 
is, the 1926 averages. Since most of the committee’s members 
were businessmen—many of them engaged in export, as well as 
domestic, trade—we may assume that at least one motive in seek- 
ing a higher price level was profits through increased sales. In- 
direct opportunities for profit may have been a consideration. To 
estimate what part speculation may have had in motivating indi- 
vidual members or collaborators of the committee is impossible. 
It is a fact that several of the family names prominently identified 
with the committee are also listed in the Treasury’s published 
roster of silver speculators as of a single day in January, 1934. In 
his book New Frontiers, Henry A. Wallace suggested that mem- 

* New York, 1934. Cf. pp. 60-61: 

“One of the most extraordinary pressure groups which ever operated in Washing- 
ton was formed in the Fall of 1932 under the name of the Committee for the Nation. 
This group, composed largely of businessmen interested in the export trade, genuine- 
ly felt that the prosperity of the United States would be greatly enhanced if the 
price of gold could be raised in terms of dollars. In vigorously worded circulars they 
issued information and arguments favorable to this point of view and enrolled some 
of the most prominent businessmen of the nation as members. 

“The Committee’s program was in line with the trend of the times. For a while it 
seemed to the general public that the Committee had made progress. But after the 
price of gold had been raised to $35 an ounce, it began to appear that the Committee 
perhaps was more interested in the Wall Street point of view than the fundamental 
program of the Administration. It was this feeling on the part of some of the leaders 
in the Committee for the Nation which precipitated one of the most comical drives 
the nation had ever seen—the Wirt incident. 

“After occupying the limelight and being apparently successful in attaining its 
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bers of the committee seemed more interested in speculation than 
in the general welfare. Mr. Wallace, incidentally, had himself 
been closely associated with members of the committee and 
friendly to its purpose, in so far as it concerned devaluation.? 

Secretary of the Treasury Morgenthau, one of the important 
targets of the committee’s propaganda, is another one who has 
imputed speculation motives to the Committee for the Nation, 
and on that account the committee once sent him a telegram of 
denunciation.’ His irritation with the committee may date from 
the formal devaluation of the dollar. On February 3, 1934—only 
three days after devaluation—the committee telegraphed Secre- 
tary Morgenthau protesting against stabilization of the dollar and 
urging more inflation. 

Protection of the capitalist system was a claimed motive of the 
committee. “If capitalistic society based upon free institutions is 
to persist, it is indispensable that we give stability to our measure 
of value,” the committee affirmed in 1933, when it was supporting 
the Goldsborough bill to regulate the value of money (H.R. 5073, 
introduced April 20, 1933). 

It was the committee’s expressed belief that “the price of gold 


objectives during a considerable part of 1933, the Committee for the Nation seemed 
to feel its importance slipping away. The failure of various blessings which the Com- 
mittee had promised would happen, if only gold prices were raised, left it in need of 
new devices not too patently remodeled. Some of the members seemed to be anxious 
for speculative prices to go higher and felt that the prosperity of the United States 
was dependent on the lack of regulation of the Stock Exchange. James Rand, the 
president of the Committee for the Nation, apparently felt that the true function of 
the government was to raise the price of gold and not to concern itself with other 
matters. He and his friend, Dr. Wirt, raised the cry of the Red Menace. Apparently 
they believed sincerely that continually higher prices obtained by monetary means 
would destroy the Red Menace and make the United States safe for speculative 
businessmen and real estate operators in the true spirit of 1929 But this 
particular drive got completely out of hand and entertained the Nation with one of 
the most spectacular farces of recent years.” 

* According to information obtained from the Department of Agriculture. Cf. 
article, “Brain Trust Members Express Willingness To Take Stand,”’ in Washington 
Post, April 5, 1934. 

3See New York Herald-Tribune and New York Journal of Commerce, June 22, 
1938; also editorial in New York Herald-Tribune of June 27, 1938. 
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closely controls [the] price of basic commodities.””* It subscribed 
wholeheartedly to the so-called ‘““‘Warren gold theory.” In 1934 
the committee affirmed: 

Habit-thinking, as in all old institutions, is so firmly lodged in the inter- 
national and central banking world that its gold traditions must be broken 
down from the outside 

The money controlled by bankers . . . . is our money, not theirs; and it is 
the responsibility of business leaders to exercise their influence in its manage- 
ment. 


We have already noted that the committee advocated, succes- 
sively: abandonment of the gold standard, with the attendant 
cheapening of the dollar in terms of foreign currencies, gold, and 
international commodities; a higher legal price of gold; and a free 
gold market. During the last weeks of the Hoover administration 
the committee had pressed for suspension of specie payments and 
an embargo on gold exports—steps which the Roosevelt adminis- 
tration was promptly to take. It also urged steps which would 
raise the price of silver. 

The committee’s specific demands as to gold were altered as 
time passed. In the spring of 1933 it was recommending $36.17 
per ounce for gold as a price high enough to re-establish promptly 
the 1926 price level. On September 21, 1933, however, the com- 
mittee wrote President Roosevelt that “‘a higher price will now be 
needed,” and it recommended $41.34. Thereafter the committee 
hoped “that a price of $41.34 . . . . will be sufficient.’’s 

Later “a free gold market on the New York Commodity Ex- 
change” was advocated by the committee because it would “act 
as a barometer to gauge the value of gold.” An incidental result, 
undoubtedly, would have been commissions for those committee 
members connected with brokerage firms. In 1938 Dr. Edward A. 
Rumely, the committee’s paid secretary and public-relations man- 
ager, and Professor Irving Fisher, commodity-dollar advocate and 


‘From a chart distributed in May, 1934. 


5From a December 29 letter to members of Congress transmitting a paper 
written by G. F. Warren and F. A. Pearson and distributed widely by the com- 
mittee. 
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a collaborator of the committee, still were seeking support for the 
establishment of a free gold market. 

Committee literature in 1933 and 1934 frequently recom- 
mended remonetization of silver. Specifically, the committee 
urged that a monetary authority proposed by it be given, inier 
alia, the power to buy and sell silver. This recommendation was 
contained in Mr. Rand’s January 22, 1933, statement before the 
Senate Banking and Currency Committee, later reprinted by the 
Committee for the Nation. (The Monetary Authority was a plan 
designed by Mr. Frank A. Vanderlip, prominent committee mem- 
ber.) Below we shall outline chronologically the committee’s ef- 
forts for silver. 

The committee was proud of the fact that it “took the frozen 
bank deposit problem to the country by press and radio com- 
mencing in June 1933.”’ In April, 1935, it actively opposed “the 
Eccles Amendment to the Banking Bill,” on the ground that 
Congress would be transferring to the Federal Reserve System the 
congressional power to regulate the currency.® “We induced the 
Banking and Currency Committee to reopen its hearings for the 
testimony of Mr. Frank A. Vanderlip and your chairman,” the 
committee reported. As a substitute, it pushed the Goldsborough 
amendment, embodying the principles of Vanderlip’s Federal 
Monetary Authority. In 1934 the committee solicited opposition 
to the Fletcher-Rayburn bill (the National Securities Exchange 
Act of 1934). 

Since motives of speculation have been attributed to the com- 
mittee, it is to be noted that at times the propaganda of the com- 
mittee had visible effect on the markets. Thus, in 1936, devalua- 
tion rumors originating in New York depressed the dollar sharply 
in the foreign exchange markets. The New York Times of January 
10 in its news columns attributed the break in part to “wide dis- 
semination given . . . . to a suggestion of the Committee for the 
Nation” and “‘the published declaration of Senator Elmer Thomas 
of Oklahoma.” Editorially the same paper two days later de- 

6 Cf. Seventy-fourth Congress, First Session, Banking Act of 1935, Hearings before 


the Committee on Banking and Currency, House of Representatives, on H.R. 5357, Cor- 
rected Print, p. 836. 
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scribed the committee’s suggestion as “the basis for a mass of 
devaluation rumors.” 

An article, “Rubber Dollars,” distributed in facsimile by the 
committee, described a secret visit to the White House by Profes- 
sor Warren and added: 


No newspaper was ever told of his visit. But those who did know about it, 
who knew of the President’s confidence in Dr. Warren, and who knew how 
vigorously the professor has been urging a new kind of dollar, were not sur- 
prised by the President’s message to London. 


ORGANIZATION AND COLLABORATION 


The committee has published some data on the amount of its 
financial support but very little about its organization and back- 
ers. At its head was Mr. James H. Rand, Jr., a manufacturer, and 
an executive committee made up of a few other businessmen.’ 
Paid secretary of the committee and public-relations expert was 
Dr. Edward A. Rumely,® a former physician and newspaperman. 

The committee enjoyed the collaboration of many influential 
persons in Congress and in agricultural and business circles and of 
some American and foreign professors. 


Among its co-workers, according to its literature, were General 
Robert E. Wood; L. J. Taber, master of the National Grange; 
J. H. R. Cromwell; and Robert M. Harriss, of the brokerage firm 
of Harriss and Vose. 

Very prominently identified in the public eye with the commit- 


70On March 24, 1934, e.g., the committee’s letterhead showed the following 
directing committee: 


James H. Rano, Jr., Chairman... . 
President, Remington Rand, Inc. 


Frepericx H. Frazier, Treasurer... . 
Chairman, General Baking Company 
Vincent BEenpix ... . 
President, Bendix Aviation Corporation 
Lessinc J. ROSENWALD .... 
Chairman, Sears Roebuck & Company 


Frep H. SExXaAver .... 
President, Dairymen’s League Co-operative Association, Inc. 


* Concerning Dr. Rumely’s background, see the Appendix of the Congressional 
Record for March 25, 1938, unbound copy, pp. 5498-99; March 28, 1938, pp. 5586- 
87; also the hearings the same month before the Senate Special Committee to 
Investigate Lobbying Activities, Part 7, pp. 2098 ff. 
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tee’s efforts was Mr. George Le Blanc, foreign-exchange specialist, 
referred to by Professor Irving Fisher as one “‘who was recently 
offered the governorship of the Federal Reserve Board.”® Some of 
the committee’s efforts were in apparent collaboration with the 
silver agitation of Father Coughlin.*® Individual members of the 
committee, moreover, found themselves in accord with western 
silver-mining representatives in their campaign for silver legisla- 
tion and at times conferred with them on strategy. 

The committee worked both on and with various important 
farm leaders and groups. Its monetary aims coincided with the 
cheap-money leanings of agrarian groups. Closely binding the 
committee and farm groups was the friendly co-operation of Pro- 
fessor George F. Warren. The committee disseminated the works 
and views on gold of Professor Warren and his Cornell collabora- 
tor, Professor F. A. Pearson. The former on numerous occasions, 
and the latter less frequently, supplied the committee with ar- 
ticles, lectures, and broadcasts. Professor Warren’s close contact 
with, and influence on, President Roosevelt in 1933 and the early 
part of 1934 has been attributed to Secretary Morgenthau." The 
connection with Professor Warren must have proved of immense 
value to the committee, as a channel of information to check on 
the impression the committee’s work was producing in Washing- 
ton, and for its subsequent guidance. 

Another professor whose opinions on gold and currency policy 
were publicized by the committee, although to a lesser extent, was 
Douglas Copland, of the University of Melbourne, Australia. Ina 
committee-sponsored broadcast over the N.B.C. Blue Network on 
January 20, 1934, Mr. Earl Harding, of the Remington-Rand 
Company and the committee. described Dr. Copland as ‘‘another 
George F. Warren, an economic heretic, whose monetary common 
sense has survived burning at the intellectual stake by orthodox 
critics.” The reference was to the Warren theory that any desired 
price level can be produced by manipulating the price of gold. 

» Letter to the editor, Wall Sireet Journal, October 9, 1934. 


© Cf, Herbert M. Bratter, ‘‘The Silver Episode,” Journal of Political Economy, 
Chicago, December, 1938, pp. 819, 822. Other instances can be cited. 


™! New York Times, May 25, 1938. 
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Among the special friends the committee found in Congress was 
the inflation-bloc leader, Senator Elmer Thomas, of Oklahoma, 
whose collaboration was extremely close.” To cite just one of 
many examples, on August 9, 1934, the committee was able to 
supply the public, for their “advance information,” with “a con- 
fidential copy of Senator Thomas’ demand.” In addition, Senator 
Thomas obligingly provided the committee with text for an ac- 
companying panel in his own handwriting. These were published 
with a photograph showing the Senator standing by a micro- 
phone, the panel and photograph illustrating the front cover of 
the committee’s twenty-page pamphlet entitled Money and Prof- 
its. Inside, the same pamphlet carried a signed article supplied by 
Professor George F. Warren, of Cornell. 

In a letter of July 20, 1935, on committee stationery, Treasurer 
F. H. Frazier revealed helpful contact with another Senator. His 
letter urged: “You must help fight as British business men did if 
you want recovery by a monetary system that will allow private 
enterprise to function,” and added: “It’s good news about Sena- 
tor Borah that the enclosed telegram brings. He is to become a 
leader of the Committee’s fight in the Senate.’”’ The telegram re- 
ferred to was one sent to Mr. Rand by Earl Harding, ‘““Washing- 
ton Representative, Committee for the Nation.” 

Further revealing of the committee’s influence in Washington 
in 1933 was a report in the New York Times of November 13 of a 
meeting called by Senators Thomas of Oklahoma and Smith of 
South Carolina. Among those invited were silver Senators Pitt- 
man, Wheeler, and Borah and “representatives of the Committee 
for the Nation.” 

The committee, in various publications of its own, cited in- 
dorsement of its aims by numerous persons. On one occasion, 
April 6, 1933, a list of four hundred names was so published. In- 
cluded in the list of those who “‘authorize the use of their names as 

"2 Cf. article by Robert M. Harriss inserted in Appendix of Congressional Record, 
August 8, 1940, by Senator Elmer Thomas; also Wall Street Journal, November 18, 
1933, etc. Similar examples are numerous. (It should be noted that the committee 
claimed privately that it did not support all of Senator Elmer Thomas’ monetary 


proposals. It claimed to have rejected “‘budgetary inflation and all forms of cur- 
rency inflation.’’) 
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endorsers” were Robert M. Harriss, partner of Harriss and Vose, 
New York; William A. Wirt, “banker, Gary, Indiana’’; General 
Robert E. Wood, president of Sears Roebuck & Company; and 
M. S. Eccles, of Ogden, Utah, later chairman of the Board of 
Governors of the Federal Reserve System. A sympathetic article 
on the committee’s efforts by Mr. Elliott Thurston, a newspaper 
correspondent, published in the Philadelphia Record in August, 
1933, was reprinted and circulated by the committee in a pam- 
phlet urging the president to “‘act promptly to raise the price 
level.”” Mr. Thurston subsequently became special assistant to 
the chairman of the Board of Governors of the Federal Reserve 
System. 
FINANCES 

The committee, during its active period, was constantly seeking 
public financial support. Possibly it was as much interested in 
trying to get an apparently large number of supporters as it was 
in their financial contributions, for the committee seemed to be 
well financed by just a few men of resources. Its financial reports 
to its backers and its general letters of appeal for funds are il- 
luminating both as to means and methods. 

Much of the committee’s propaganda literature, nevertheless, 
carried urgent pleas for money. Not only did the committee so- 
licit voluntary contributions widely. It suggested “minimums 
and maximums,” ranging from $10 to $25 for individual sub- 
scribers to $5,000 for corporation advisory and sustaining mem- 
bers. It offered a special subscription rate of $2.00 a year for its 
“publications and confidential bulletins issued to Committee 
members” to “teachers, students, clergymen, lecturers, farm ad- 
visors, writers, economists, and those in positions of public re- 
sponsibility.”” An appeal in 1934 offered to “share with other busi- 
nessmen’’ the results of “$200,000 expenditure.” 

During the first half of 1934 the committee acknowledged con- 
tributions and other income totaling $59,585, of which 17 con- 
tributors alone accounted for $32,750. All contributors through- 
out the nation numbered only 581. Expenditures during the six- 
month period were $58,346 (and since January, 1933, $155,000). 
Among the explanatory headings of the report on expenditures 
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was listed “Mayflower Hotel and House Office Building, Washing- 
ton.’””’ The pamphlet which gave this report reprinted a letter 
from Chairman Rand stating: ‘We must be prepared to establish 
headquarters and maintain a staff in Washington to work with the 
new Congress until it enacts a permanent monetary policy.” 

In the calendar year 1935 financial outlays were $44,725 and 
total income, $59,768, the treasurer reported. The $44,725 in- 
cluded $8,350 spent for “meetings [with] business leaders,” “edu- 
cational meetings at Washington,” and “‘maintenance of Wash- 
ington office during Congressional session.’”’ The 1935 printing 
and postage bill came to $11,331, covering “‘hoovenizing” (me- 
chanical but individual typing of) letters, multigraphing, general 
mailings, press releases, and mailings to congressmen, Senators, 
cabinet members, advisors of administration, etc., but not includ- 
ing telephone and telegraph expenses. 

Of the income, more than $50,200, or about 84 per cent, came 
from large contributors, who gave an estimated average of at least 
$1,190 a piece.*? Of the total 1935 receipts of $59,768, the amount 
contributed by donors of $10 or less was only $383, or consider- 
ably less than 1 per cent. Obviously, the committee was not a 
mass movement. Just how these figures can be reconciled with 
other statements of the committee is not clear. A 1933 pamphlet 
of the Committee for the Nation claimed that the committee 
“comprises more than one thousand industrial executives.” In 
1935 the committee, while protesting against the supposed use of 
the stabilization fund to support the franc, described itself as 
“speaking for 2000 industrial executives, and associated leaders of 
organized agriculture.””4 


METHODS OF PROPAGANDA 


The committee availed itself of the most modern instruments 
of publicity and pressure, including direct-by-mail, special-deliv- 


3 The $50,200 came from the members of the Directing Committee and 34 
others. The number of members of the Directing Committee at the time is not 
stated. 


"4 Washington Post, June 25, 1935. Also in June 21, 1935, telegram to Senator 


Duncan U. Fletcher and Congressman Henry B. Steagall, facsimiles of which the 
committee distributed. 
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ery letters, telegrams, broadcasts, lectures, personal visits, ban- 
quets,*s testimony at hearings, and the like. The ultimate destina- 
tion of its propaganda, both direct and indirect, was Washington. 
As between Congress and the president, no favoritism was dis- 
played. All the committee’s efforts bear the earmark of expert 
handling. To give most effective leverage to its campaign in 
Washington, the committee employed a nationally well-known 
publicity firm. 

In utilizing the radio, the committee frequently sent out ad- 
vance postal cards announcing forthcoming speeches. It also an- 
nounced such broadcasts in its letters. “Tell your friends,” is the 
postscript on a typical postal. In its first year of activity, the com- 
mittee reported, it sponsored 6 network broadcasts and 1,006 
fifteen-minute transcription broadcasts over 381 radio stations. 

During that same year of changing monetary policies, 1933, the 
committee distributed more than 2,560,000 pieces of printed mat- 
ter, pages of photolithographed and multigraphed reports, letters 
and other papers."* Six months later the total had increased to 
4,951,000, which included 17,700 copies of the Warren-and-Pear- 
son economic papers.*? 

In connection with its sponsorship of Morgan-Webb’s book,”* 
the committee was able to advise its members: 

We had direct word from the White House last week that President 
Roosevelt has read Morgan-Webb with much interest. . . . . Members of the 
Committee are so enthusiastic over startling results from this book that they 
are buying copies for principal firms they do business with. We plan to dis- 
tribute 100,000 copies. .. . . 9 

*s Cf. Herbert M. Bratter, “Inflation au jour,’’ Washington Post, February 22, 
1933. 


*6 From a table published in a Committee pamphlet, Why a Federal Monetary 
Authority? distributed early in February, 1934. 

7 From a table published in August, 1934, as part of a folder containing George 
F. Warren’s article, ‘Recovery Problems and Gold.” 

"8 Sir Charles Morgan-Webb, The Rise and Fall of the Gold Standard (New York: 
Committee for the Nation, 1934). 


19 This statement was made in various forms on different occasions. Cf. “‘tele- 
gram’’ on Western Union blank dated “October, 1934,”’ and addressed by Treasurer 
Frazier ‘To all Members and Friends, Committee for the Nation.” 
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In addition to more than one hundred “letter-reports” to its 
members and others, the committee, during its first two years of 
propaganda, issued more than thirty publications. It also re- 
peatedly offered for sale, under the heading “Library of Monetary 
Understanding,” such books as Prices, by Warren and Pearson.” 

The National Industrial Conference Board, already mentioned, 
was a paid collaborator. Up to August, 1933, it had made no less 
than sixteen special surveys for the committee. 

Among the pamphlets published and distributed by the com- 
mittee was America Must Lose and other articles by William A. 
Wirt, who in 1934 was to achieve nation-wide notoriety. Unlike 
most committee publications, this one bore a price ‘‘25¢ Pamphlet, 
5 for $1.” The pamphlet was described on its cover as “An an- 
swer to some questions raised in [Secretary Wallace’s] ‘America 
Must Choose.’ ” 

A committee circular of May 29, 1936, stated: “Sir Charles 
Morgan-Webb, England’s foremost interpreter of her managed 
currency system, has come to the United States for a lecture tour 
underwritten by our Committee.”’ On September 18 of that year 
the committee announced it would underwrite ‘‘a longer lecture 
tour” by Sir Charles. August 8: ‘We brought Sir Charles Mor- 
gan-Webb into contact with bankers and businessmen in top cir- 
cles in New York, Chicago and other cities.” The same 1936 cir- 
cular stated: “Mr. Sexauer,™ Contact Man for Organized Agri- 
culture on the Committee for the Nation has made an appeal by 
radio, distributed by electrical transcription from coast to coast, 
directed to delegates and platform-makers of both parties... . . a 
On July 3, 1936, the committee circulated the text of a speech by 
Morgan-Webb recorded for broadcast by electrical transcription: 
““Britain’s New Money.” 

Directions for bringing pressure on Washington were outlined 
in a committee letter of June 15, 1934, to the “members of the 
national advisory and auxiliary committees.” The letter was re- 

© Cf. leaflet distributed in October, 1934, under the title: Committee for the 
Nation .... Shares with Other Business Men: Results of Two Years’ Research and 
$200,000 Expenditure. 

* President, Dairymen’s League Co-operative Association, Inc. 
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produced in facsimile and distributed. ‘‘First—wire the President 
urging an immediate increase in the price of gold to $41.34. Sec- 
ond—write to Secretary of Agriculture Henry A. Wallace and 
point out Third—write to Secretary of State Cordell Hull 
protesting against ” That was standard technique with the 
committee. Its advice was accompanied by copies of a committee 
telegram to Secretary Wallace, a committee letter to Secretary 
Hull, and a chart. At the bottom was a “P.S.”: “Send us copies 
of your telegrams and letters.” 

In suggesting that telegrams and letters be sent to Senators and 
congressmen, the committee sometimes supplied lists of names. 
And it always urged that copies of such appeals be sent to the 
committee, presumably for follow-up guidance. At times it even 
supplied actual wording for such suggested telegrams.” The com- 
mittee itself, and members of its executive committee, during ap- 
propriate periods bombarded Washington with long telegrams. 
These it faithfully reproduced in facsimile for secondary use. 
Thus, on April 11, 1934, the committee distributed on its letter- 
head a “copy of letter sent to all members of Congress and Ad- 
ministration Leaders.”’ It was a regular practice of the committee 
to mail out on Western Union telegraph blanks copies of tele- 
grams sent by it to the president and other administration and 
congressional leaders, as well as facsimiles of other communica- 
tions, frequently labeled “‘confidential.”” Thus, in 1934 the com- 
mittee distributed in facsimile a fifteen-hundred-word cablegram 
sent by Senator Elmer Thomas, of Oklahoma, to Mr. George L. 
Harrison, governor of the Federal Reserve Bank of New York, 
care of the Bank for International Settlements in Switzerland. 
The cablegram criticized Mr. Harrison’s past actions and “lack of 
understanding of monetary forces” and threatened a congression- 
al investigation of Mr. Harrison’s activities in Europe. 

The committee was sometimes harshly critical of persons who 
disagreed with it. One of its press releases started out by citing 
“Professor Sprague’s disloyal statement” upon his resignation as 
an adviser to the Secretary of the Treasury in November, 1933. 


7 E.g., in its letter of July 13, 1935. 
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For the information of the public the committee published a 
list of members of Congress showing how each one had voted on 
the Goldsborough amendment to the Banking Act of 1935. 

To lend “telegraphic urgency” to some of its literature the 
committee did not hesitate to use an actual Western Union blank 
for a multigraphed appeal “To All Members and Friends, Com- 
mittee for the Nation.”’ The particular sheet just quoted carried 
at the top the date “October 1934,” but it was not a telegram, 
having been sent from the committee’s New York headquarters 
by mail. 

The committee used the Supreme Court decision of February, 
1935, on the gold clause as the occasion for drumming up inflation 
telegrams and letters to the President. The court decision “in this 
hour of victory for our policies,” said the committee, “opens the 
way to managed currency and to the completion of the program 
for which the Committee has pioneered and fought during the 
past two years.” 

The technique was varied at times. In the spring of 1934, three 
months after devaluation of the dollar, the committee had urged 
its supporters and addressees to mail an inclosed pamphlet “im- 
mediately to your congressman, with your own letter urging him 
to use his influence”’ in raising the price of gold to $41.34. The 
pamphlet, entitled Gold Policy Has Worked, in support of its thesis 
reprinted an article by Mr. Walter Lippmann, a chart, and other 
material. 

A different sample of the committee’s pressure methods was its 
March 22, 1934, multigraphed letter and inclosures, carrying the 
facsimile signature of its chairman, James H. Rand, Jr. Inclosing 
copies of a National Industrial Conference Board “Special Re- 
search Memorandum No. 4,” prepared for the committee under 
the injunction “Confidential—Not for Publication,” Mr. Rand’s 
appeal read in part: 

If the message of this letter and the Conference Board can be carried im- 
mediately to 100,000 leaders in business, banking and investment circles, we 
shall have the foundation for a healthy public opinion, upon which sound but 
not destructive regulatory legislation can be carried through. [Italics in 
original.} 
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This cannot be accomplished quickly enough without your co-operation. 

Start now with the two copies attached hereto. Fill in these form letters 
with names and addresses of the two most influential businessmen you know, 
add your personal request that they act immediately, and send by messenger 
or special delivery. Follow up by telephone. 

Then wire us for as many more copies as you can use—or send us im- 
mediately a list for direct mailing. 

The most important immediate step is to make Congressmen and Sena- 
tors realize that the people in their home districts are aroused to the far- 
reaching significance of this bill. 

Our Committee’s summary of the Conference Board’s report and our 
further analysis of this bill are to be made available to key members of the 
Administration and all members of Senate and House. 

The effectiveness of our efforts will be in proportion to your cooperation. 
If you wish to broaden our work by sharing the expense, please do so. 


The “form letters” mentioned were predated March 24, 1934. 

The questionnaire method was also employed by the commit- 
tee. In 1933 it distributed a questionnaire on the subject of frozen 
bank deposits. Committee members were urged to phone all 
banks with which they had direct or indirect contact and to ad- 
vise the committee of the results. 


To the recipients of its sixteen-question interrogatory the com- 
mittee wrote: 


With the local facts and community viewpoint which you and other busi- 
ness men can supply, the Committee for the Nation will be in position to 
reach the public with a general appeal in the event that further force of 
public opinion should be required to accelerate action. 


Petitions were also used. Bearing a rubber-stamped “‘Confiden- 
tial,” a facsimile copy of an August 24, 1934, letter to President 
Roosevelt from Chairman Rand mentions an attached petiticn 
“to which more names of key men... . are being added daily.” 
This letter asked for a higher price of gold. 

On frequent occasions the Congressional Record was used as a 
publicity springboard by the committee. Secondary circulation 
was had by reprinting and circulating articles originally published 
in the Appendix at government expense. Such reprints, emanat- 
ing from the Government Printing Office and bearing the legend 
“Not printed at government expense,” were distributed by the 
Committee for the Nation in 1935. Among them, Dr. Edward A. 
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Rumely’s article, ““To Henry Ford, an Appeal To Support Ameri- 
can Agriculture’s Demand for a Just and Stable Measure of Val- 
ue,” originally inserted in the Congressional Record of August 22, 
1935, by Congressman T. Alan Goldsborough; Mr. James H. 
Rand, Jr.’s, “Currency Management,” reprinted from Senator 
Robert J. Bulkley’s extension of remarks of August 23; and Mr. 
Frank E. Gannett’s “Gold and Its Effect on the Farmer’s In- 
come,” reprinted with Senator Borah’s help from the Congression- 
al Record of the same date. 

The committee demonstrated perpetual ingenuity. “Hang this 
valuable chart in a public place in your office where your associ- 
ates can see it and study it” was one piece of its advice. The 
chart, showing commodity prices in terms of currency and gold 
through 1934, was self-described as “the all-important single 
piece of business and investment information.”’ 

“Will you order at once as many copies of the enclosed literature 
as you can distribute to good advantage? Will you make yourself 
a Committee of One to arouse your associates and friends?”’ These 
were questions asked by Chairman Rand in a letter to a commit- 
tee mailing-list in 1934. A June 29, 1935, release carried this in- 


teresting note: ““The above copy of a letter and the Eder letter 
enclosed are released for publication on and after July 2, 1935 in 
news columns or as a letter to the Editor.” 

Further illustrative of the committee’s methods are the follow- 
ing excerpts from one of its “memoranda” of October, 1935: 


APPARENTLY ONLY ORGANIZED PROTEST WILL PREVENT 
THE ADMINISTRATION’S TAKING THIS COURSE [to “stabilize” at 
$4.86 to the pound. AND MORE EDUCATIONAL WORK WITH 
CONGRESS WILL BE NEEDED TO PREVENT APPROVAL 


Our Committee worked closely with the Farm Organizations’ iegislative 
representatives during the last session of Congress and our help is wanted at 
the coming session. 

Just before adjournment, Senator Bulkley introduced into the Congres- 
sional Record the Midland Bank’s bulletin showing England’s experience 
with managed currency, a statement by the Committee for the Nation show- 
ing the instability of gold, the George Jackson Eder pamphlet on the 
“Mechanics of Managed Currency,” and Frank A. Vanderlip’s introduction 
to “The Money Revolution.” 

Senator Borah introduced one of Frank E. Gannett’s addresses on agricul- 
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tural and monetary problems. Mr. Gannett is an active and most helpful 
advisory member of our Committee. 

An open letter to Henry Ford on our farm problem was placed in the 
Record by Congressman Goldsborough. 

We have an initial supply of 40,000 of these reprints from the Congres- 

sional Record (printed at our own, not the government’s expense). Copies 

will be forwarded to you. 

The 90 days between now and the next meeting of Congress are the most 
useful for our educational work. We urge every member and friend of the 
Committee for the Nation to study the accompanying chart and the ap- 
pended figures on agricultural income, and to help us give to this chart 
and the documents from the Congressional Record the widest possible dis- 
tribution. 

How many charts can you place to advantage, sending them out with a 

personal letter? 

If you will send us names and addresses, we will mail for you the material 

which Senator Borah, Senator Bulkley and Congressman Goldsborough 

put in the Record. 


In a September 5, 1934, folder the committee reported on its 
Washington work as follows, under the heading Some of the Past 
Summer’s Activities: 


ADMINISTRATION: By telegraph, cable and letter Committee continual- 
ly kept before President, Cabinet and Administration advisers its own and 
Farm Organization’s petitions to raise price of gold to $41.34. 

Beginning with letter of May 19 to Secretary of State Hull, continuous 
protest was made against renewed demands to stabilize dollar in relation to 
foreign currencies at too low a price for gold, and on basis disadvantageous to 
American basic producers and exporters. 

Chairman Rand cabled (July 10) to Federal Reserve Governor Harrison 

seconding Senator Thomas’s protest against reported negotiations for pre- 
mature stabilization at Basle. 
CONGRESS: With cooperation of Committee, Mr. Earl Harding, one of 
its advisory members, gave buffet supper (June 11) and held evening meeting 
(June 12) in House Caucus Room, to present charts and arguments in sup- 
port of gold-repricing policy to members of Senate and House for use in 
Congressional campaign. Both meetings addressed by Professor Frank A. 
Pearson of Cornell University. 

Congressman Pettengill’s speech of June 15 (Congressional Record Ap- 
pendix, June 25), includes data supplied by Committee. It is the only com- 
prehensive explanation of gold policy made in Congress. Committee has dis- 
tributed 15,000 copies. 

Senator Elmer Thomas spoke under Committee’s auspices at Century of 
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Progress, August 13, and addressed two private dinners. Committee has dis- 
tributed 30,000 copies of Thomas speech “Money and Profits,” and urges 
members to give it wider circulation (Bulk cost $3 per 100). 

Senator Thomas to Chairman Rand, August 21: “The only substantial 

help I have had has come from your organization. I hope it will not only 
retain its status but increase its facilities so as to wield more and more power. 
If the organization could be located in Washington it would be most bene- 
ficial to members of Congress who wish data and information in waging this 
seemingly unequal contest.” . . . . [Words in italics are underscored in orig- 
inal.] 
ECONOMIC PUBLICATIONS: Distributed to its members, to Adminis- 
tration, Congress, public leaders and to the press special articles, including 
Dr. George F. Warren’s “Recovery Problems and Gold” and Dr. Frank A. 
Pearson’s “Rebuilding the Price Structure.” 

Arranged for publication in September by MacMillan Company of Ameri- 

can edition of Sir Charles Morgan-Webb’s “The Rise and Fall of the Gold 
Standard.” 
FEDERAL MONETARY AUTHORITY: Distributed 1,000 copies of 
Hearings before House Banking and Currency Committee on Federal Mone- 
tary Authority Bill. Educational campaign showing need for establishing 
government-owned institution to issue all currency and control purchasing 
power of money, but not subject flow of credit to government control. 


The committee was lavish with its hospitality in Washington. 
In January, 1934, the committee gave a private breakfast at the 
Mayflower Hotel, on which occasion an address was given by Pro- 
fessor Douglas Copland, of Australia. The committee gave an 
elaborate dinner at the Washington Hotel, at which Sir Charles 
Morgan-Webb spoke. Present were numerous Senators, congress- 
men, and newspaper reporters. These banquets were not isolated 
affairs. 

It goes without saying that constant attention was given by the 
committee to getting its releases in the hands of the press. 


THE COMMITTEE AND SILVER 

Mention has been made of the committee’s interest in a higher 
price of silver. Silver was one of the committee’s earliest concerns. 
In January, 1933, Mr. James H. Rand, Jr., was advocating in 
Washington a plan calling for the purchase of $100,000,000 of 
silver bullion and the coinage thereof. Testifying in the following 
month before Senate and House committees, he again urged upon 
Congress greater monetary use of silver. 





550 HERBERT M. BRATTER 


In the fall of 1933 Mr. Frank A. Vanderlip, one of the commit- 
tee’s most active members, was helping the cause of silver, and on 
November 18 the Wall Street Journal reported: 

A committee to study the broadening of the metallic monetary base of the 
United States currency by the use of silver has been appointed by the group 
composed of members of the Committee for the Nation and various senators. 
The silver committee is composed of Senators Harrison, Thomas, and Smith 
of South Carolina The President is to be asked to initiate a silver pur- 
chasing policy comparable to the existing gold purchasing policy, Senator 
Thomas said Among those present at the meeting were Senators Har- 
rison (Miss.), Smith (S.C.), Thomas, (Okla.), former Mayor John F. Hylan of 
New York, Robert M. Harriss of Harriss and Vose, New York Cotton brokers, 
James H. Rand and George Le Blanc. 


Elsewhere in this article is cited a meeting between “‘silver” and 
“inflation” Senators and representatives of the committee. As a 
press release the committee circulated a Statement by Senator Key 
Pittman at the Conference at Washingion on November 17, 1933, 
Called by the Committee for the Nation To Consider Plans for an 
Adequate Metallic Base for a Sound Currency. 

Early in 1934 the committee was distributing copies of a bill it 
advocated to establish the Federal Monetary Authority, includ- 
ing the power to purchase silver, and the chairman, Mr. Vanderlip, 
went to Washington to ask the Coinage Committee for the purchase 
of foreign silver.*? Even after passage of the Silver Purchase Act of 
1934 the pressure for silver remonetization (a higher price?) was 
continued.** In February, 1935, the committee addressed cabinet 
officers and others to circulate the views of Mr. Robert Harriss, a 
silver broker, on silver and gold and sent a telegram of protest to 
Senator Carter Glass. 


THE COMMITTEE’S EFFECTIVENESS 


Some of the committee’s claims of achievement have already 
been cited in this article. There is no doubt that it played an im- 
portant part in mobilizing public opinion in favor of depreciation 


23 Cf. Washington Post, February 20, 1934, and Commercial and Financial Chroni- 
cle, March 3, 1934. 

*4 Washington Post, August 13, 1934: Associated Press dispatch quoting Mr. 
Robert Harriss, who “‘has been closely associated with Senator Elmer Thomas . . . 
in urging . . . . remonetization of silver.” 
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of the dollar in 1933-34. In the cause of Treasury silver-buying 
its propaganda also counted. 

In the winter of 1933 the committee publicly advocated suspen- 
sion of specie payments, a gold embargo, and control of the flight 
of capital. The new administration promptly took these meas- 
ures, the committee later pointed out. The committee in Febru- 
ary recommended that these steps be not followed by devaluation 
of the dollar but that time be given for adjustment. Time was 
given. The committee claimed that the devaluation clause in the 
Thomas Amendment of 1933 was a result of its agitation. 

Nor did that end the committee’s apparent influence on our 
monetary policy. Its next claim of success occurred in October, 
1933- 

The committee on September 21, 1933, wrote the White House 
offering certain alternative plans relating to gold. Memorandum 
“A,” called for transfer to the Treasury from the Federal Reserve 
banks of all gold held by them. Plan “B” was to “instruct the 
Treasury to announce that it will buy gold... . at not less than 
$35 per ounce The original announcement should indicate 
that once set, no lower price will be made and that adjustments 
upward will occur from time to time”’ to $41.34 within a six-week 
period. The letter also suggested a free gold market and regula- 
tion of the price level at 100 per cent of 1926 averages. 

On October 2 the committee in a telegram to President Roose- 
velt warned him against permanent stabilization of the price of 
gold at around $32 an ounce. Successive weekly increases would 
be helpful, it advised the president. Later in the month the com- 
mittee publicly expressed alarm at the “returned control of the 
United States dollar to New York banking and Federal Reserve 
advisers” and urged public protests to the president and adminis- 
tration leaders against a deflationary policy. It wired the admin- 
istration to “take immediate command of the price of gold, and 
the exchange value of our dollar; and through these raise our price 
level of wheat, commodities, and securities.” 

Finally, on October 21, 1933, the committee telegraphed Presi- 
dent Roosevelt criticizing the gold policy then being followed by 
the Treasury and the R.F.C. It said: “The Committee again 
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urges you to use before it is too late the power conferred in you by 
Congress to raise adequately the price of gold and the price level.” 
The rest is history. The very next day the president announced in 
a nation-wide broadcast his decision to have the R.F.C. raise the 
price of gold. And his announcement was strikingly similar to the 
committee’s suggestions. Through R.F.C. acquisitions the price 
of gold was to be gradually raised. This announcement the com- 
mittee enthusiastically hailed as a step that would “usher in an 
international business expansion of from ten to twenty years 
duration.” 

A tribute to the committee’s effectiveness in Washington was 
contained in a letter sent by Mr. Amos Pinchot to Mr. Rand on 
July 24, 1935, and distributed by the committee. In part the let- 
ter said: 

I just wanted to drop you a line at this juncture about the work of your 
Committee. Though I am an outsider, I know considerable about its effect in 
Washington and throughout the country. And I am convinced that you men 
have laid the foundation for real monetary reform, which will bear fruit in 
the near future, though perhaps not at this session of Congress 

You have done the spade work. And it has been a long hard pull. But you 
have educated thousands of people, in office and out. And you are now at a 
point where, it seems to me, you’re really in sight of success, provided you go 
on as you have. And I know you will. 

I am in correspondence with a good many people, especially congressmen 
and senators. And I find a steadily growing knowledge of the monetary ques- 
tion, which is traceable almost entirely to the Committee’s educational cam- 


paign. 
EPILOGUE 


After 1935 relatively little was heard from the Committee for 
the Nation. There were occasional speeches and releases. In 
May, 1938, before an American Farm Bureau meeting, Dr. 
Rumely was still advancing the committee’s theme in an address 
‘Gold Causes Depression.” In 1939 the committee again showed 
signs of life. On June 28 it sent a long telegram on monetary 
policy to chairmen of Senate and House banking, currency, and 
coinage committees.” 

The New York telephone directory no longer lists the Com- 
mittee for the Nation, but the 1940 directory of Manhattan still 
shows the committee at its New York address. 

2s Cf. Congressional Record, June 29, 1939 (unbound), p. 11658. 
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Meanwhile, a different sort of propaganda, not related to the 
currency, commenced to emanate from the Forty-second Street 
building which housed the Committee for the Nation. The Na- 
tional Committee to Uphold Constitutional Government made its 
appearance in February, 1937, with Dr. Rumely as its executive 
secretary. Leading organizer of the new committee was Mr. 
Frank E. Gannett, Rochester, New York, newspaper publisher, 
whose name we have already come across.” Although the Na- 
tional Committee had no currency objective, it supported the 
administration’s gold policy, Dr. Rumely later testified.’ 

Among the new National Committee’s supporters was at least 
one very active member of the Committee for the Nation, Mr. 
Frank A. Vanderlip.** Another was Mr. Louis J. Taber, master of 
the National Grange.”® 


* Cf. Mr. Gannett’s telegram of October 11, 1934, as distributed by the com- 
mittee three days later. 

27 Investigation of Lobbying Activities: Hearings before a Special Committee to 
Investigate Lobbying Activities, United States Senate, Seventy-fifth Congress, Third 
Session, Pursuant to S. Res. 165 and S. Res. 184 (74th Congress). . . . , Part 7, March 
18, 23, and April 20, 1938, p. 2131. 

8 Tbid., p. 2138. 

*9 Ibid. 

A visit to 205 East Forty-second Street, New York, on December 27, 1940, dis- 
closed that the building directory in the lobby listed both the Committee for the 
Nation (Room 618-A) and the National Committee to Uphold Constitutional Gov- 
ernment (Room 600). Room 618-A, unlike the others on the floor, had not a glass- 
paneled door but one with a metal panel with, in the center thereof, a lock. There 
was no name on the door. Next to it was Room 617, with no name; and on the other 
side, Room 618, bearing the name “Joseph P. Dronick, Inc.”” The next room was 
619, marked as follows: ‘‘America’s Future, Frank Gannett, President—S. S. Mc- 
Clure.” 

Room 600 had a double door. On the right-hand one was marked: 

Epwarp A. RumeEty 
Public Relations Counsel 
On the left-hand one was marked: 
National Commrrrez To Urnotp Constitutional GOVERNMENT 


Hon. Samvuet B. Perrencitt 
Chairman 


Sumner GERARD 
N.Y. Treasurer 


In response to a question as to how one could find the Committee for the Nation, 
the elevator-starter replied: ‘““Go to Room 600.” 








LABOR AND THE ANTITRUST LAWS 
THE APEX DECISION 


E. B. MCNATT 
University of Illinois 


OME fifty years have now passed since Congress enacted 
the Sherman Antitrust Law;' and more than twenty-five 
since it was strengthened in 1914.7 Numerous times during 

this period the question of the liability of labor organizations un- 
der these acts has been raised and fought through the courts.’ 
Once again the Supreme Court has handed down a decision on 
this important question.* A number of extremely important and 
fundamental issues were presented to the Court in the Apex case. 
In the first place the Court was again asked to rule upon the old 
question of whether or not the Sherman Act applied to trade- 
union organizations. Second, if the Sherman Act was held appli- 
cable to trade-unions, then what trade-union activities are pro- 
hibited by it and what activities are permissible? In this particu- 
lar case the union activities involved a sit-down strike which was 
attended by some violence. To what extent is the method (peace- 
ful and legal as compared to violent and illegal) controlling in es- 
tablishing labor’s liability under the Sherman Act? 

Other extremely important issues presented to the Court for 
settlement in this case involved the effect of a strike upon inter- 
state commerce, the matter of intent on the part of the workers, 
and the extent or amount of restraint of interstate commerce nec- 


* 26 U.S. Stat. 209 (1890). 

? 38 U.S. Stat. 730 (1914). 

3 Loewe v. Lawlor, 208 U.S. 274, 28 Sup. Ct. 301 (1908); Hitchman Coal and Coke 
Co. v. Mitchell, 245 U.S. 229, 38 Sup. Ct. 65 (1917); Duplex Printing Co. v. Deering, 
254 U.S. 443, 41 Sup. Ct. 172 (1921); Amer. Steel Foundries v. Tri-city Central Trades 
Council, 257 U.S. 184, 42 Sup. Ct. 72 (1921); Coronado Coal Co. v. United Mine 
Workers, 268 U.S. 295, 45 Sup. Ct. 551 (1925); Bedford Cut Stone Co. v. Journeymen 
Stone Cutters Ass’n, 274 U.S. 37, 49 Sup. Ct. 522 (1927). 

‘ Apex Hosiery Co. v. Leader et al., 310 U.S. 469, 60 Sup. Ct. 982 (May 27, 1940). 
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essary to establish liability. The strike stopped manufacturing 
operations at the plant, but the workers disclaimed any intent to 
restrain or interfere with interstate commerce. How far is intent 
controlling in establishing liability under the antitrust laws? In 
view of the fact that the Apex Company produced only 2 or 3 
per cent of the total national output of the commodity, the ques- 
tion was presented as to how much restraint of interstate trade 
is necessary to establish liability? For any labor activity to be 
held within the federal antitrust laws it is first necessary, of 
course, to establish that the activity involved a restraint of inter- 
state commerce. Under what conditions is “interstate commerce” 
directly affected or restrained? And to what extent, if any, has 
the broadened concept of interstate commerce, as laid down in 
recent Supreme Court cases, affected labor’s liability under the 
antitrust laws? 

All these questions were presented to the Court for settlement 
in the Apex case. Thus the tremendous importance of this case, 
not only to organized labor but to employers and society as well, 
merits a careful analysis of the Supreme Court’s decision and its 
implications. 

I 

It was generally believed at the time the Sherman Act was 
passed in 1890 that the law had no application to trade-unions 
or their activities.’ The question of whether or not Congress in- 
tended the Act to apply to combinations of labor has long been a 
subject of controversy.° Whatever the intent of Congress, the de- 
cision of the Supreme Court in the Danbury Hatters case settled 
this question more or less finally by holding that labor organiza- 


5 A literal interpretation of section 1, however, is broad enough to embrace al- 
most all forms of organization of labor or capital. This section provided: ‘‘Every 
contract, combination in the form of trust or otherwise, or conspiracy, in restraint 
of trade or commerce among the several states, or with foreign nations, is hereby 
declared illegal.”” Section 7 provides that any person injured in his business or 
property as a result of any violation of the Sherman Act shall be allowed to sue and 
collect triple damages from the person or corporation responsible. 

6 For an excellent discussion of whether or not Congress intended the Sherman 
Act to apply to labor see Edward Berman, Labor and the Sherman Act (New York, 


1930). 
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tions were subject to the Sherman Antitrust Law.’ In this case 
the Court held that the provision in section 1 of the Sherman 
Act, which states, ““Every contract, combination or conspiracy in 
restraint of trade is illegal,”’ included labor organizations, that the 
Hatters union had illegally restrained interstate trade, and as a 
result awarded triple damages to the Loewe Company amounting 
to $252,000. This case is of great importance because it estab- 
lished the following legal principles: (1) that the Sherman Act ap- 
plied to labor combinations; (2) that secondary boycotts affecting 
interstate commerce were illegal under the antitrust law; and (3) 
that suits for damages might be brought against individual 
union members under this law. 

It is little wonder that organized labor was aroused and alarmed 
at this new menace and lost no time in pressing for a revision of 
the antitrust laws. Labor believed it had won some relief from 
the antitrust laws when Congress passed the Clayton Act in 1914.° 
The story of labor’s disillusionment with the Clayton Act is an 
old one and needs no repeating here except to indicate the legal 
principles established in the Supreme Court interpretations of 
this Act. The fact that the Clayton Act had really made no 
change in labor’s liability under the antitrust laws was first es- 
tablished in 1921 with the Supreme Court’s ruling in the Duplex 
case.’ In this case the Court held the machinists’ boycott was a 
violation of the Sherman Act and was unlawful despite the enact- 
ment of the Clayton Law. In interpreting the provision of the 
Clayton Act declaring that nothing in the antitrust laws shall be 
construed to forbid the members of a trade-union from lawfully 
carrying out their legitimate objects, the Court said, in effect, that 
this provision had in no way decreased labor’s liability under the 
antitrust laws. Thus, this decision is important primarily because 
it clearly established the fact that the legal status of union activi- 
ties under the Sherman Act had not been changed by the passage 
of the Clayton Act. 


7 Loewe v. Lawlor, 208 U.S. 274 (1908). 
* 38 U.S. Stat. 780. The basis for this belief was the so-called labor provisions of 
the Act, particularly secs. 6 and 20. 


9 254 U.S. 443. 
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From the point of view of the legal principles established, two 
of the most significant decisions ever handed down by the Su- 
preme Court involving labor disputes under the Sherman and 
Clayton acts were rendered in 1922 and 1925.’° In the first deci- 
sion on this case the Court established the principle that unions, 
though unincorporated associations, might properly be sued and 
their funds attached for damages resulting from their unlawful 
acts. Important as this principle was, it was overshadowed by 
the legal principles laid down in these decisions as to what consti- 
tuted a violation of the Sherman Act. For the first time the Court 
had before it a labor case in which it had to decide whether an in- 
terruption of production within a state could be considered a vio- 
lation of the antitrust laws. In reaching a decision the Court re- 
lied upon the answers to the following questions: (1) Was there 
an intent to restrain interstate commerce? (2) Was the actual re- 
straint upon interstate commerce so substantial that intent to re- 
strain might be inferred? In the first decision the Court answered 
“No” to both questions. In the 1925 decision the Court answered 
both these questions affirmatively. In other words the Court held 
that an interference with production within a state constituted a 
violation of the Sherman Act if an intent to restrain commerce 
existed. 

A final case involving labor’s liability under the antitrust laws, 
and one considered by many to represent the climax of a long 
series of judicial interpretations of the antitrust laws adversely 
affecting labor, was the Supreme Court’s decision in the Bedford 
Cut Stone case.“ The Court held that the Stone Cutters union 
had 
.... deliberately adopted a course of conduct which directly and substan- 
tially curtailed or threatened to curtail the natural flow in interstate com- 
merce of a very large proportion of the building limestone production of the 
entire country .. . . and it must be held to be a combination in undue and 
unreasonable restraint of such commerce within the meaning of the Antitrust 
Act as interpreted by this Court. 


'© United Mine Workers v. Coronado Coal Co., 259 U.S. 344; Coronado Coal Co 
v. United Mine Workers, 268 U.S. 295. 

! 274 U.S. 37 (1927). This case grew out of a national boycott by the Journey- 
men Stone Cutters Association against the Bedford Cut Stone Co., Bedford, Ind. 
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The Court thus found all the elements necessary to constitute a 
violation of the Sherman Act-~—an intent to restrain interstate 
commerce, a direct and substantial restraint, an undue and un- 
reasonable restraint. 

The legal principles established by these leading cases involving 
labor’s liability under the Sherman and Clayton acts may be 
briefly summarized as follows: (1) that labor organizations are 
subject to the antitrust laws, and the individual members of such 
organizations may be sued for damages arising out of a violation 
of these laws; (2) that a trade-union, as an unincorporated associa- 
tion, may be sued for damages; (3) that to constitute a violation 
of the antitrust laws there must have been an intent to restrain 
interstate commerce on the part of the union, the restraint must 
have been direct and substantial, and hence an undue and un- 
reasonable one; (4) that secondary boycotts, sympathetic strikes, 
and even local strikes may constitute a violation of the antitrust 
laws if they involve an intent to restrain interstate commerce 
coupled with a direct and substantial restraint.” 

It is in the light of the principles laid down in these prior deci- 
sions, as well as the later rulings of the Supreme Court in the Na- 
tional Labor Relations Act cases, that the significance of the Apex 
decision must be found. 


Il 


The suit for civil damages under the Sherman Act instituted 
by the Apex Hosiery Company of Philadelphia against the Amer- 
ican Federation of Hosiery Workers (C.1.0.) grew out of a 47-day 
sit-down strike in the plant of the company in the early summer 


" In addition to these general legal principles the following dicta were also im- 
plicit in these leading decisions: (1) that acts rendering labor combinations guilty 
of violation of the Sherman Act need not constitute physical interference with the 
stream or flow of goods in interstate commerce; (2) that the old principle that men 
must be assumed to intend the natural consequences of their actions applies in case 
of trade-union activities affecting interstate commerce; and (3) that the question of 
what was “‘direct and substantial,” of course, is dependent upon evaluations made 
of the objective facts in each case. Furthermore, a “direct” restraint was ruled to 
include those acts having as their normal consequence a diminution in the flow or 
Stream of commerce, even though not taking place in the flow of commerce itself 
(cf. the Duplex, Bedford Cut Stone, and Coronado cases). 
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of 1937."* The company sued the union not only for the physical 
damage to the plant and knitting machinery but also for the /oss 
of profits and overhead expenses due to stoppage of trade during 
the strike. The company asked for triple damages amounting to 
approximately $3,500,000. On April 3, 1939, a jury of the federal 
district court in Philadelphia found Branch 1 of the American 
Federation of Hosiery Workers and William Leader, its president, 
responsible for the damages suffered by the Apex Company during 
the sit-down strike and brought in a $237,310.85 verdict against 
them. Under the provisions of the Sherman Act that anyone in- 
jured by a conspiracy to restrain interstate commerce could col- 
lect three times the damages sustained, Judge Kirkpatrick trebled 
the assessment to $711,932.55. The union appealed the case to 
the circuit court of appeals, which directed dismissal of the suit 
on the ground that the union’s action was local in purpose and 
lacking in intent to restrain interstate trade.'* The court held the 
amount of commerce involved to be immaterial and the effect of 
the strike upon interstate commerce to be indirect and negligible. 
The Apex Company appealed the case to the United States Su- 
preme Court. 

The opposing contentions of the company and the union may 
be briefly outlined. In the brief presented to the Supreme Court 
by the attorneys for the company the principal emphasis was 
placed upon the following points: (1) that the Sherman Act has 
a broader scope today than it had in 1890, owing to the broadened 
concept of interstate commerce established by the Supreme Court 


13 The principal facts involved in this case were as follows: The American Federa- 
tion of Hosiery Workers petitioned the Apex Company for a closed-shop contract, 
which was refused. After several weeks of controversy over this question, during 
which there were numerous demonstrations from hosiery workers in other mills, 
the management closed down the mill and locked out the employees. Conditions 
immediately became much worse. Several thousand union men gathered in front 
of the plant on May 6, 1937, and some two-hundred and fifty workers broke past 
police lines and forcibly took possession of the factory. These workers occupied the 
factory for the next seven weeks. Several months after the strike ended the union 
gained its objective—a closed-shop contract. 

"4 Apex Hosiery Co. v. Leader, 102 F. (2d) 702 (1939). 
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in the National Labor Relations Act cases;*5 (2) that the union 
cannot claim immunity from liability under the antitrust laws 
because it used an illegal method (the sit-down strike) ; and, last, 
that intent to restrain interstate commerce must be inferred from 
the fact of actual restraint and that the amount of restraint is 
immaterial. In support of this last contention the company’s at- 
torneys cited the Court’s ruling in the Jones and Laughlin case, 
wherein the Court had made significant statements relative to in- 
ferred intent and the direct and immediate effect upon interstate 
commerce of the stoppage of a single factory. 

Attorneys for the union stressed the following points in opposi- 
tion to the company’s position: (1) that the antitrust laws do not 
apply to trade-unions—that Congress never intended to apply the 
laws to trade-unions and that the courts have wrongfully done 
so in the past; (2) that the Supreme Court decisions in the Wagner 
Act cases had not extended the Sherman Act’s application to 
trade-unions, inasmuch as both the Sherman Act and the Wagner 
Act were designed by Congress to curb activities of employers; (3) 
and, finally, that intent to restrain interstate commerce or direct 
actual restraint of interstate commerce could not be inferred from 
such trade-union activities as a local strike, regardless of the 
methods used in such a strike. Such an intent or such a direct 
restraint, the union’s attorneys argued, could be established only 
in cases where a union had sought to control a large portion of an 
entire industry and where the results of such activity had been to 
suppress competition and materially to affect market prices. 

The Apex case was argued before the Supreme Court during 
the first week of April, 1940, and the Court handed down its de- 
cision on May 27, 1940."° The Court took up the opposing con- 

*S National Labor Relations Board v. Jones and Laughlin Steel Corp., 301 U.S. 1 
(1937); National Labor Relations Board v. Friedman-Harry Marks Clothing Co., 301 
U.S. 58 (1937). The Apex Company stressed particularly the decision of the Su- 
preme Court in the Friedman-Harry Marks case in which a small Virginia clothing 


company was held to be engaged in “interstate commerce”’ because of its interstate 
purchases and sales and hence subject to the National Labor Relations Act. 

* Cf. above, n. 4, p. 555. The Court split six to three on this case. Mr. Justice 
Stone delivered the opinion of the majority of the Court, while Chief Justice Hughes 
rendered a strong dissenting minority opinion. Justices McReynolds and Roberts 
concurred in the minority opinion. 
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tentions of the union and the company one by one and carefully 
disposed of them. The Court addressed itself in the first place to 
the question of whether or not “interstate commerce’’ was involved 
in this case and whether or not the amount or volume of interstate 
commerce involved had any bearing upon the question of liability 
under the Sherman Act. The Court found (1) that the Apex Com- 
pany was engaged in “interstate commerce”’ as now defined,”’ (2) 
that the sit-down strike had substantially restricted the inter- 
state transportation of the company’s manufactured product, and 
(3) that the amount or volume of interstate commerce involved 
was irrelevant in establishing liability under the Sherman Act. 
“In point of the immediacy of the effect of the striker’s acts upon 
the interstate transportation involved and of its volume, the case 
does not differ from many others in which we have sustained the 
Congressional exercise of the commerce power.” And further, 
the Court said, “it is the nature of the restraint and its effect on 
interstate commerce and not the amount of the commerce which 
are the tests of violation.””** 

Having disposed of these issues, the Court next took up the 
question of the application of the Sherman Act to trade-unions 
and their activities. In denying the union’s contention that the 
Sherman Act did not apply to trade-unions, the Court said that 
for thirty-two years the Supreme Court had repeatedly held that 
the Sherman Act did embrace “to some extent and in some cir- 
cumstances labor unions and their activities.”” Further evidence 
that this judicial construction of the statute was the correct one, 
the Court said, was to be found in the fact that Congress, al- 
though repeatedly asked to enact laws specifically exempting all 

17 The Court referred specifically to the broadened definition of ‘interstate com- 
merce”’ laid down in the National Labor Relations Act cases (cf. n. 14), stating that 
‘“‘where the statute was by its terms applicable, and the question was of Congres- 
sional power, we have sustained the application of the Wagner Act regulating labor 
relations ‘affecting’ interstate commerce to situations no more closely related to the 
commerce than these, and where the interstate commerce affected was no greater 
in volume.” 

"8 The decision of the Supreme Court in the Fainblatt case was referred to in 
support of the present dictum that the volume of commerce is irrelevant in establish- 
ing liability under the antitrust laws (National Labor Relations Board v. Fainblatt, 
306 U.S. 601 [1939)). 
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trade-unions and their activities from the operation of the Sher- 
man Act, had not seen fit to do so. But while denying that trade- 
unions and their activities were wholly exempt from the Sherman 
Act, the Court said it was equally plain that the Act did not apply 
to all trade-union activities affecting interstate commerce. Thus 
the Court was called upon to distinguish when, and where, and 
under what conditions the Sherman Act did apply to trade-unions 
and when, and where, and under what conditions it did not apply. 

The answer to this question, the Court said, must be found in 
the legislative history of the Act and in the particular evils at 
which this legislation was aimed. An examination of the legisla- 
tive history of the Sherman Act, the Court held, showed conclu- 
sively that the law was aimed, not at policing interstate transpor- 
tation or commerce, but solely at the evil of suppression of com- 
mercial competition by so-called “trusts” and “combinations” of 
business. The Court cited the first Coronado case*® and the 
Leather Workers case”® as evidence that the Court had “refused 
to apply the Sherman Act in cases like the present in which local 
strikes conducted by illegal means in a production industry pre- 
vented interstate shipment of substantial amounts of the prod- 
uct but in which it was not shown that the restrictions on ship- 
ments had operated to restrain commercial competition in some 
substantial way.”’ In view of the legislative history and the aim 
of the antitrust laws, therefore, the Court held that the union 
activity complained of in the Apex case did not involve a restraint 
of trade within the meaning of the Sherman Act and hence was 
not a violation of that Act. 

The Court said that the purpose of the union’s activity in the 
Apex case was to secure a closed-shop contract from the manage- 
ment, not to restrain competition in the market for the Apex 
Company’s product. Nor did the union’s activity have the effect 
of restraining such competition in the market. ‘So far as appears, 
the delay of these shipments [of hosiery] was not intended to have 
and had no effect on prices of hosiery in the market,”’ and hence 
this interference with the interstate shipment of the Apex Com- 

** Cf. above, n. 3. 

*° United Leather Workers v. Herkert, 265 U.S. 457 (1924). 
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pany’s hosiery by the union was not a restraint of trade within 
the meaning of the Sherman Act. As to the illegal method em- 
ployed by the union (a sit-down strike attended by violence), the 
Court dismissed this as irrelevant inasmuch as the Sherman Act 
“draws no distinction between the restraints effected by violence 
and those achieved by peaceful but oftentimes quite as effective 
means. Restraints not within the Act, when achieved by peace- 
ful means, are not brought within its sweep merely because, with- 
out other differences, they are attended by violence.”’ Remedy 
for illegal acts committed in any given state should be sought in 
the courts of that state, the Court indicated. 

The Court majority went to some length in this case to show 
how they were not overruling or reversing earlier antitrust labor 
decisions. A review of all the leading labor cases™ under the Sher- 
man Act was presented to prove that in each of these cases, where 
the Act was held applicable to trade-unions, the activities affect- 
ing interstate commerce were directed at control of the market 
and were so widespread as substantially to affect it. 

But just how do the dicta in the Apex case differ from those in 
the Duplex, Bedford Cut Stone, and Hatters cases? The Dan- 
bury Hatters, like the Apex employees, were trying to unionize, 
not to restrain competition in hats except as such restraint was an 
incident in the achievement of the primary purpose. In the Dan- 
bury Hatters, Bedford, and Duplex cases, however, the employees 
resorted to nation-wide boycotts in the effort to gain their objec- 
tives, while the Apex employees used a local sit-down strike. The 
Court majority thus seemingly found the principal difference be- 
tween the Apex case and these earlier cases to be the fact that 
the employees in the Danbury Hatters, Bedford, and Duplex 
cases, by promoting nation-wide boycotts, intended to have, and 
in effect did have, a restraining influence upon competition in the 
market for the products even though the primary motive was to 
promote unionization; while the Apex employees, by resorting to 
a local sit-down strike to secure a closed-shop contract, neither 
intended to restrain competition in the market for hosiery nor in 
effect did restrain such competition in the market. The fact that 


Cf. above, n. 3. 
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the Apex Company produced only about 2 or 3 per cent of the 
total interstate volume of hosiery undoubtedly influenced the 
Court considerably in reaching the decision that the stoppage of 
manufacturing operations occasioned by the sit-down strike had 
little or no effect upon the price of hosiery or in suppressing the 
free competitive market for the commodity. This shift in empha- 
sis to restraining competition in the market for the product as 
the primary test for trade-union liability under the antitrust laws 
can hardly be overstressed. 

In a strong dissenting opinion Chief Justice Hughes took sharp 
issue with the majority of the Court on a number of points. Mr. 
Hughes disagreed vigorously with the majority view that a direct 
and intentional prevention of interstate commerce was not in it- 
self sufficient to constitute a violation of the Sherman Act. In in- 
sisting that a direct and deliberate interference with interstate 
commerce was sufficient to constitute a violation of the Sherman 
Act regardless of the effect of such restraint upon interstate com- 
petition or prices, Mr. Hughes also reviewed the earlier decisions 
of the Court in labor cases under the antitrust laws. He pointed 
out that the Court in the Danbury Hatters case,” the Duplex 
case,?3 and the Bedford Cut Stone case*4 had found the union ac- 
tivities in violation of the Sherman Act because there had been 
in each case an intent to restrain interstate commerce coupled 
with a direct and substantial restraint. These cases were not de- 
cided, then, on the basis of whether or not the restraint of inter- 
state trade involved had had the effect of monopolizing the sup- 
ply, controlling the market, or raising the price of the commodity, 
according to Mr. Hughes. And, further, in the first Coronado 
case* and the Leather Workers case” the Court had emphasized 
the fact that the exemption of these union activities from the 
Sherman Act was due primarily to the absence of any direct inter- 
ference with interstate commerce. Mr. Hughes thus found in all 
these earlier labor cases that it was “the untrammeled shipment 
and movement which, when found to be directly and intentionally 
restrained, was held to constitute violation of the Sherman Act.”’ 
The majority view of the Court in the Apex case that the Sherman 


™ Ibid. 23 [bid. 4 Tid. 2s Ibid. 26 Cf. above, n. 20. 
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Act was not directed at those restraints which fall short of mar- 
ket control of a commodity, such as to monopolize the supply, 
control its price, or discriminate between its would-be purchasers 
Mr. Hughes therefore found untenable. 

A final point stressed by Mr. Hughes in his dissenting opinion 
related to the attempt of the majority of the Court to distinguish 
between the use of the word “‘affect’’ in the National Labor Rela- 
tions Act and the word “restraint” in the Sherman Act. The ma- 
jority of the Court attempted to reconcile the decisions of the 
Court in the National Labor Relations Act cases*’ holding em- 
ployers liable when their activities “affected” interstate commerce 
with the present decision in the Apex case by implying that the 
word “‘affect’”’ had a much broader application to employers under 
the National Labor Relations Act than the word “restraint” had 
for employees under the Sherman Act. On this point Mr. Hughes 
said: 

It would indeed be anomalous if, while employers are bound by the Wag- 
ner Act because their unfair labor practices may lead to conduct which would 
prevent the shipment of their goods in interstate commerce, at the same time 
the direct and intentional obstruction or prevention of such shipments by 
the employees were not deemed to be a restraint of interstate commerce un- 
der the broad terms of the Sherman Act. 


III 

What is the significance of the Apex decision? How has it 
changed the existing law of labor? How has it affected labor’s lia- 
bility under the antitrust laws? 

Although the Supreme Court decision in this case has settled 
some legal questions fairly definitely, it has left others unsettled 
and even raised a few new ones. In the first place the decision 
affirmed once again the fact that trade-union activities are subject 
to the antitrust laws “to some extent and in some circumstances.” 
In other words, trade-unions and their activities are not wholly 
exempt from the antitrust laws, but neither are all their activities 
subject to the antitrust laws. Only those activities that are in- 
tended to have or, in fact, do have the effect of curtailing or inter- 
fering with a free competitive market by (1) monopolizing the 


27 Cf. above, n. 15. 
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supply, (2) controlling the price, or (3) discriminating between 
would-be purchasers are held to be in violation of the Sherman 
Act. 

This ruling seems to have changed the existing law of labor 
considerably. Where, prior to this decision, to establish the lia- 
bility of trade-unions under the Sherman Act it was necessary to 
prove only that there existed an intent to restrain interstate com- 
merce coupled with a direct and substantial restraint, now to es- 
tablish liability it must be shown that the trade-union activities 
intended to have, or in fact did have, the effect of suppressing a 
free competitive market. It is difficult to see how any single em- 
ployer, suing for treble damages or an injunction under the anti- 
trust laws, could meet the burden of proving as an essential fact 
that the competitive market had been substantially suppressed 
by a strike or other trade-union activity affecting only his own 
plant or plants. In other words, as Mr. Hughes contends in his 
dissenting opinion, this decision seems to go considerably beyond 
the rulings of the Court in earlier labor antitrust cases in limiting 
labor’s liability under the Sherman and Clayton acts. 

Furthermore, the Apex decision definitely established the fact 
that the method of restraint by the trade-union is irrelevant in es- 
tablishing liability: only the effect of the restraint is to be con- 
sidered. Thus, regardless of the method used, whether it be a 
peaceful boycott or strike, on the one hand, or an illegal sit-down 
strike attended by violence, on the other, the trade-union is not 
subject to the federal antitrust laws unless the effect of such ac- 
tivity is to restrain substantially the free competitive market. 
The relief from illegal and tortious acts of trade-unions, the Court 
said, should be sought in the state courts—not from the federal 
antitrust laws. 

This decision is also extremely significant in that it greatly 
clarifies the application of existing federal legislation to employers, 
on the one hand, and to trade-unions, on the other. No matter 
how inconsistent it may appear, the Court has ruled that the exer- 
cise of Congressional power over interstate commerce has greatly 
increased the liabilities of employers under the National Labor 
Relations Act but that this broadened liability of employers un- 
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der the N.L.R.A. has in no way increased the liability of trade- 
unions under the antitrust laws. It is difficult to avoid agreeing 
with Mr. Hughes that the apparent inconsistency in this ruling 
places the Court in the questionable position of finding unequal 
application of the Congressional power over interstate commerce 
to employers and employees. And yet this seeming inconsistency 
may not be so serious as it appears at first glance. There is no 
doubt that the exercise of the Congressional power over interstate 
commerce in the N.L.R.A. was specifically for the purpose of 
curbing employer practices. And there is little doubt that the ex- 
ercise of Congressional power over interstate commerce in the 
Sherman Act was aimed, primarily at least, at control of “busi- 
ness combinations” and “‘trusts,”’ even though the courts have ex- 
tended the Act to include labor unions whenever they “restrain 
trade.”’ Thus, if the extension of Congressional power over inter- 
state commerce to both employer and employee activities has 
greatly increased the liability of employers as against the em- 
ployees, this may not be so “unequal” and inconsistent as it first 
appears, inasmuch as the primary evil aimed at in both the Wag- 
ner and the Sherman acts was the abuse of employer power. 


Judged from this point of view, the Apex decision may not be 
quite so anomalous as Mr. Hughes considers it to be. 

Although the Apex decision seemed to have limited very ma- 
terially the liability of trade-unions under the antitrust laws, that 
limitation was extended still farther as a result of two recent 
United States Supreme Court decisions.“ In the Milk Wagon 


28 Milk Wagon Drivers’ Union Local Number 753 v. Lake Valley Farm Products, 
Incorporated, 61 Sup. Ct. 122 (decided November 18, 1940), and United States v. 
W. L. Hutcheson, 61 Sup. Ct. 122 (decided February 3, 1941). Briefly, the facts in 
the Milk Drivers’ case were as follows: an action had been brought by a dairy 
and a C.I.O. union to restrain an A.F. of L. union from picketing so-called ‘“‘cut- 
rate” retail milk stores, in an effort to organize dealers owning their own trucks, 
buying milk from a dairy, and selling it to stores under a plan called the “vendor 
system.” The A.F. of L. began picketing the stores in 1934 and continued picketing 
after the vendors had joined the C.1.0. union in 1938. The action brought by the 
C.I.0. union and dairy was based on the theory that the officials of the A.F. of L. 
union had engaged in a conspiracy to violate the Sherman and Clayton acts by 
waging a secondary boycott for the purpose of obtaining a milk monopoly for em- 
ployers of the milk-wagon drivers. 
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Drivers’ case the Court reversed the ruling of the Chicago Circuit 
Court of Appeals, which had held that a controversy between 
two unions was not a “labor dispute,’’ and hence the Norris- 
La Guardia Act was not applicable; and, further, that the union in 
picketing had conducted a secondary boycott in violation of the 
antitrust laws, and hence the anti-injunction act did not apply. 
Mr. Justice Black, in a unanimous opinion, said that the contro- 
versy did constitute a “labor dispute” within the meaning of that 
term in the Norris-La Guardia Act and that the injunction had 
been wrongfully issued. He also said that the Norris—La Guardia 
Act made no exception for violations of the Sherman Act but ap- 
plied wherever there was a labor dispute. Congress, in adopting 
the Norris—La Guardia Act, Justice Black said, clearly recognized 
that federal courts had worked hardships through “‘objection- 
able” injunctions based on charges of conspiracy to violate the 
antitrust laws. Although the Clayton Act was adopted to correct 
such practices under the Sherman Law, the courts, Mr. Black 
continued, had often nullified the effect of the Clayton Act. 
Pointing out that Congressional committees and ‘Congress made 
abundantly clear their intention that what they regarded as the 
misinterpretation of the Clayton Act should not be repeated”’ in 
the Norris-La Guardia Law, Mr. Black concluded that “for us to 
hold, in the face of this legislation, that the federal courts have 
jurisdiction to grant injunctions in cases growing out of labor dis- 
putes, merely because alleged violations of the Sherman Act are 
involved, would run counter to the plain mandate of the act and 
would reverse the declared purpose of Congress.” 

The significance of this case lies in the fact that the Court did not 
rely upon the principles laid down in the Apex case for determining 
the liability of trade-unions under the antitrust laws but instead 
based its decision entirely upon the applicability of the Norris- 
La Guardia Act to the union activity involved. In holding that the 
Norris-La Guardia Act did apply to controversies of this kind, re- 
gardless of charges of violation of the Sherman Act, the Court 
struck a tremendous blow at the use of the injunction to restrain 
union activities under the guise of preventing violations of the 
antitrust laws. It is interesting to speculate what the Court’s de- 
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cision would have been in this case if the action had involved a 
damage suit (as in the Apex case) instead of an injunction. Un- 
doubtedly the principles established in the Apex case would have 
been called upon, and, as indicated above, the difficulty of proving 
as an objective fact that such instances of local picketing and boy- 
cotting had operated to suppress free competition in the market 
would in all probability have been overwhelming. 

The Apex decision at the time, however, seemed to have left 
largely untouched the general antitrust drive inaugurated by the 
Department of Justice in the building industry.” The types of 
union activities which Assistant Attorney-General Arnold de- 
clared prohibited by the antitrust acts, and hence subject to prose- 
cution as violations of those acts, were characterized generally by 
an alleged restraint upon competition or prices in an entire in- 
dustry or at least a large local segment of an industry. Thus, while 
the Apex decision seemed to support very well Mr. Arnold’s defi- 
nition of “unreasonable restraint,” there was one important ex- 
ception—Mr. Arnold’s fifth and last definition of prohibited “un- 
reasonable restraint’”’ by trade-unions involved the matter of 
jurisdictional disputes.*° Thus jurisdictional disputes between 
two American Federation of Labor unions, two Congress of Indus- 
trial Organizations unions, or an A.F. of L. and a C.I.O. union, 
in so far as they led to strikes, picketing, boycotts, or interrup- 
tions of production, were said to be “unreasonable restraints” 
violating the Sherman Act. 

Despite the decision of the Supreme Court in the Milk Wagon 


29 This drive is part of the federal government’s broad attack upon monopolistic 
practices in industry. Assistant Attorney-General Arnold outlined the application 
of the antitrust laws to labor activities in a letter to the secretary of the Central 
Labor Union (A.F. of L.) of Indianapolis on November 19, 1940. The types of union 
activities Mr. Arnold declared prohibited by the antitrust laws were as follows: (1) 
unreasonable restraints designed to prevent the use of cheaper material, improved 
equipment, or more efficient methods; (2) unreasonable restraints designed to com- 
pel the hiring of useless and unnecessary labor; (3) unreasonable restraints designed 
to enforce systems of graft and extortion; (4) unreasonable restraints designed to 
enforce illegally fixed prices; (5) unreasonable restraints designed to destroy an es- 
tablished and legitimate system of collective bargaining (Labor Relations Reporter, 
V, 317). 

3° Cf. above, n. 29. 
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Drivers’ case holding that a local controversy between two unions 
could not be enjoined because of the Norris—La Guardia Act, re- 
gardless of charges of antitrust violation, Mr. Arnold continued 
his vigorous campaign to bring jurisdictional union conflicts with- 
in the bounds of antitrust violations. The result was the Hutche- 
son decision.** The alleged criminal activities engaged in by the 
carpenters’ union in violation of the antitrust laws included (1) 
a strike by the carpenters against their own employers; (2) at- 
tempts by carpenters to get members of other unions similarly to 
refuse to work; (3) peaceful picketing of Anheuser-Busch plant; 
(4) requests that union members and their friends refrain from 
buying Anheuser-Busch beer. 

There was seemingly a choice of two possible judicial techniques 
available to the Court in reaching a decision in this case. One was 
to determine whether the conduct in question violated the Sher- 
man Act as now interpreted and, only if such a violation is found, 
to pass on to the question whether the conduct has been legalized 
by subsequent legislation. The other technique was to avoid the 
Sherman Act entirely. The majority opinion adopted the latter 
technique; the concurring opinion of Mr. Justice Stone was based 
upon the former technique. Presumably the reasons why the ma- 
jority of the Court preferred to base their decision primarily upon 


3 United States v. W. L. Hutcheson, 61 Sup. Ct. 463 (February 3, 1941). The 
principal facts in this case were as follows: The Anheuser-Busch Brewing Company 
of St. Louis, Missouri, employed members of the United Brotherhood of Carpenters 
and Joiners of America and members of the International Association of Machinists, 
both affiliated with the American Federation of Labor. The conflicting claims of 
these two organizations in regard to the erection and dismantling of machinery had 
long been a source of controversy between them. Anheuser-Busch had had agree- 
ments with both organizations whereby the machinists were given the disputed 
jobs, and the carpenters agreed to submit all disputes to arbitration. In 1939 offi- 
cials of the carpenters’ union demanded these jobs for the carpenters and, when they 
were refused the jobs, called a strike against Anheuser-Busch, picketed the plant of 
Anheuser-Busch, and requested through circular letters and official publications of 
the union that union members and their friends refrain from buying Anheuser- 
Busch beer. Four officials of the carpenters’ union, including Mr. Hutcheson, the 
president, were indicted for criminal conspiracy to restrain trade under the Sherman 
Act. The federal district court in Missouri had sustained demurrers to the indict- 
ment (32 F. Supp. 600), and the case came directly to the Supreme Court of the 
United States under the Criminal Appeals Act (29 U.S.C. 345). 
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subsequent legislation in this case rather than primarily upon the 
Sherman Act were two. First, the illegal conduct charged seemed 
to fall squarely within the detailed enumeration of permitted 
union acts in section 20 of the Clayton Act. And, second, it 
seemed desirable whenever possible to avoid the “tangled verbal- 
isms” of the Sherman Act in judging the legality of trade-union 
activities under the antitrust laws. As the Court majority said: 

And since the facts in the indictment are made lawful by the Clayton 
Act in so far as “any law of the United States” is concerned, it would be idle 
to consider the Sherman law apart from the Clayton Act as interpreted by 
Congress (cf. Apex Hosiery Company v. Leader, 310 U.S. 469). It was pre- 
cisely in order to minimize the difficulties to which the general] language of 
the Sherman law and its application to workers had given use, that Congress 
cut through all the tangled verbalisms and enumerated concretely the types 
of activities which had become familiar incidents of union procedure. 


In a five to two decision the Court held that all the acts charged 
against the union—striking, picketing, and boycotting the com- 
pany’s products—were legal under the Clayton Act. The ques- 
tion of whether union conduct violates the antitrust laws, the 
Court said, is to be determined ‘‘only by reading the Sherman 


law and Section 20 of the Clayton Act and the Norris—La Guardia 
Act as a harmonizing text of outlawry of labor conduct.” The 
Court said further that no distinction was made by the Clayton 
Act between union action against an employer because of an ordi- 
nary employer-employee dispute and one caused by a jurisdic- 
tional controversy. Such conflicts, the Court continued, while in- 
tensifying industrial tension, do not make the protective features 
of the Clayton Act inapplicable to trade-union conduct result- 
ing from them. Thus the majority opinion held that the policy of 
Congress, as stated in the laws relating to injunctions, should also 
apply to criminal prosecutions, as in this case. 

The concurring opinion of Mr. Justice Stone in this case is sig- 
nificant because he based his conclusion primarily upon the Apex 
decision. He thought that the strike, picketing, and published re- 
quests not to use Anheuser-Busch beer were outside the Sherman 
Act without reference to either the Clayton Act or the Norris- 
La Guardia Act. The restraints upon interstate commerce result- 
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ing from the strike and picketing, Mr. Stone contended, were only 
“incidental to the conduct of a local strike,” and, in any event, 
there was no showing (within the doctrine of the Apex decision) 
that the restraints operated “‘to suppress competition in the mar- 
keting of any product.” Justice Stone continued: 

It is a novel proposition that allegations of local peaceful picketing of a 
manufacturing plant to enforce union demands concerning terms of employ- 
ment accompanied by announcements that the employer is unfair to organ- 
ized labor is a violation of the Sherman Act whatever effect on interstate 
commerce may be intended to follow from the acts done. 


The Hutcheson decision is extremely important because it 
greatly extends the “conventional, peaceful activities” of trade- 
unions that are exempt from the operation of the antitrust laws. 
Within the full range of purposes in the Norris—La Guardia Act 
definition of a “labor dispute,”’ unions may:strike, picket, publi- 
cize, and engage in all the other acts specifically enumerated in 
section 20 of the Clayton Act. They may do so without fear of 
injunctions, damage suit, or criminal prosecution as far as the 
antitrust laws are concerned. Taken in conjunction with the Apex 
decision, the Hutcheson case seems to have fairly well removed 
most trade-union activity from the threat of liability under the 
antitrust laws. 

A final note in conclusion. Despite the setback which Mr. Ar- 
nold received in the Hutcheson decision, he announced that the 
Hutcheson decision did not apply to certain types of “labor re- 
straints” in interstate commerce.” These included: (1) union at- 
tempts to exclude efficient methods or prefabricated materials 
from building construction; (2) to erect “protective tariffs” 
around localities; (3) to force small independent firms out of busi- 
ness to facilitate the “policing” of union regulations; (4) to com- 
bine with employers to maintain prices; (5) to require the hiring 
of unnecessary labor; (6) and to strike against another union certi- 
fied by the N.L.R.B. as the only legitimate union with which the 
employer can deal. The final blow to Mr. Arnold’s efforts to 


» Testimony of Mr. Arnold before the T.N.E.C., Final Report and Recommenda- 
tions of the Temporary National Economic Committee (77th Cong. 1st sess., March, 
1941), pp. 168-71. 
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bring three of these trade-union practices under the ban of the 
antitrust laws was delivered by the Supreme Court on April 7, 
1941, when it refused to review three indictments of trade-unions 
for violation of the antitrust laws, all of which had been held void 
by lower courts.53 The Supreme Court held that its recent deci- 
sion in the Hutcheson case precluded its interference with union 
quarrels and practices involved in these three cases. 


33 United States v. Building and Construction Trades Council of New Orleans et al., 
No. 938, April 7, 1941; United States v. International Hod Carriers and Common Labor- 
ers District Council of Chicago and Vicinity et al., No. 841, April 7, 1941; United States 
v. United Brotherhood of Carpenters and Joiners of America et al., No. 940, April 7, 
1941. In the Chicago case, the International Hod Carriers and Common Laborers 
District Council, A.F. of L., was indicted for conspiracy to prevent out-of-state 
makers of truck concrete-mixers from shipping the truck mixers into the city. Ac- 
cording to the indictment, paving and building contracts could not be obtained in 
Chicago without employing members of the union. It was alleged that strikes and 
threats of strikes were used to prevent entrance of the truck mixers. 

In the New Orleans case, the Building and Construction Trades Council of New 
Orleans and twenty-one other unions, A.F. of L., were indicted for refusing to accept 
materials delivered in interstate commerce to the city and trucked by firms employ- 
ing members of a local of the United Transport Workers Union (C.I.0.). The C.1.0. 
local had been certified by the Board as bargaining agency in an election in which 
the International Brotherhood of Teamsters (A.F. of L.) was a party. 

In the Washington state case, the United Brotherhood of Carpenters and Joiners 
(A.F. of L.) was indicted for conspiracy to stop the Harbor Plywood Corporation 
from selling Douglas fir in the state for shipment to other states. The conspiracy, 
it was said, was formed after a C.I.O. union was chosen under a Labor Board elec- 
tion as bargaining agency of the company’s workers. 
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history of silver is one of the few topics treated by economic 
historians which has caught the attention of civil servants, of 
other administrators, and of students of economics. Any general 
interest in economic history is welcome, for the development of this 
subject in its broader aspects, in its relations to other branches of his- 
tory, can help pave the way for a fresh understanding of the history of 
civilization. The public interest in the history of silver can be ex- 
plained to a considerable degree by its relation to the history of money 
and prices. Its importance for the recent history of civilization is small. 
But in the Middle Ages and at the beginning of the modern age, when 
credit was relatively little developed, the supplies of silver played a 
greater part than they do today in determining the wealth and political 
power of sovereign states. During the Middle Ages and until the thir- 
ties of the sixteenth century most of the supplies for all the Euro- 
pean countries had come from Germany and from other parts of the 
disintegrating Holy Roman Empire to the south and east. With the 
discovery of rich mines in South and Central America, the chief source 
of supplies shifted abruptly from central Europe to the New World, 
at a time when months were usually required to make the hazardous 
journey from Germany across the Atlantic. 
Adolf Soetbeer’s enterprising work on the output of precious metal 
since the discovery of America,? has been the accepted source for fig- 
ures concerning the production of silver in central Europe for some 


*I was led to make the calculations contained in the following pages in connec- 
tion with an inquiry into mining and metallurgy in medieval Europe, undertaken 
as part of the projected Cambridge Economic History (Vol. II). I had not thought 
of treating this subject of silver production in a separate article until my friend, Pro- 
fessor E. F. Gay, suggested to me that, in view of the wide attention paid to Soet- 
beer’s statistical tables, it might be of more general interest to scholars than I had 
supposed. 


* Edelmetall-Produktion .... seit der Entdeckung Amerikas bis sur Gegenwart 
(Gotha, 1879). 


$75 
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sixty years now. As a result of the public interest in the topic, 
Soetbeer’s statistical estimates have been widely reproduced. Excep- 
tion has been taken to some of his methods, and scholars who have 
examined his pages critically know how heavily he leaned on guesses 
in compiling many of his estimates. Nevertheless, his statistics for 
the output of silver in Europe in early modern times continue to be 
printed as if they were subject to no serious question. His most promi- 
nent German critic regarded his estimates for Germany and the old 
Austro-Hungarian empire as very satisfactory.’ 

Since the publication of Soetbeer’s tract in 1879, many books and 
articles have dealt with the history of mining in central Europe. Data 
concerning silver production, not available when he wrote, have been 
collected by German scholars. A study of the new material available 
in print and a re-examination of Soetbeer’s work show that his statisti- 
cal tables misrepresent, in at least three respects, conditions in central 
Europe during the age of the Renaissance and the century following 
the Reformation. In the first place they considerably understate the 
annual output of silver when the prosperity of the mines reached its 
zenith in the first half of the sixteenth century. Second, they do not fully 
reveal the rapid increase in production during the last half of the fif- 
teenth century and the first two or three decades of the sixteenth. 
Third, they do not show at all adequately how sharp was the decline 
in production during the last five or six decades of the sixteenth cen- 
tury, when the states of Europe found their alternative source of sup- 
plies in America. 

The period in the economic history of the German peoples and 
their Slavic neighbors which began about 1450 and ended in 1618 is of 
special interest today, when the expansive traditions of the German 
race are once more asserting themselves, and with greater force than 
ever before in history. The year following the first of the two dates, 
1451, marked the Duke of Saxony’s grant of the right to use a new 
invention for separating silver from rich argentiferous copper ores with 
the help of lead.4 More than any other invention, this accounts for 
the great prosperity of mining and metallurgy during the century 
which followed. 

The second date marks, of course, the outbreak of the Thirty Years’ 
War. By that time the industrial leadership assumed by the Germans, 

3 W. Lexis, “Beitriige zur Statistik der Edelmetalle,” Jakrbiicher fiir National- 
bkonomie und Statistik, XXXIV (1879), 364. 

4 Cf. Walter Mick, Der mansfelder Kupferschieferbergbau (Eisleben, 1910), I, 57- 
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the Bohemians, and the Hungarians in mining and metallurgy in the 
age of the Renaissance, was already on the wane. England was becom- 
ing the chief power in heavy industry.’ The economic influence of the 
Germans outside central Europe was on the point of eclipse. As the 
strong industrial position obtained temporarily in the early sixteenth 
century by the peoples of central Europe was bound up to a consider- 
able degree with the production of silver and copper, the course of 
silver output from 1450 to 1618 is interesting, not only in itself, but for 
the light it throws on the whole course of German economic history 
during this period. 

The historical importance of silver production justifies a critical note 
concerning Soetbeer’s estimates. Even though it is not possible to sub- 
stitute new statistical tables for those contained in his tract, it may be 
helpful to suggest that his tables give so incomplete a picture of the 
flood and ebb of mining prosperity in Continental Europe that the 
historian should always make allowances when he consults them.° As 
guides to the course of German economic history in early modern times, 
they conceal more than they reveal. 


I. PRODUCTION AT ITS ZENITH, 1526-35 


Soetbeer’s tract contains statistical estimates for the annual world- 
output of silver in the following periods down to 1620: 1493-1520, 
1521-44, 1545-60, 1561-80, 1581-1600, 1601-20. According to his 
tables, production reached its maximum in the countries of the nine- 
teenth-century Austro-Hungarian empire during the period 1521-44 
and in Germany during the period 1545-60. For central Europe as a 
whole (adding the figures which Soetbeer gives for Germany and Aus- 
tria~Hungary), the annual output is represented as 47,000 kilograms 
in the period 1521-44, and 49,500 kilograms in the period 1545-6o. 

5 Cf. J. U. Nef, The Rise of the British Coal Industry (London, 1932), II, 322; “A 
Comparison of Industrial Growth in France and England from 1540 to 1640,” 
Journal of Political Economy, XLIV (1936), 662, 666; ‘‘Prices and Industrial Capital- 
ism in France and England, 1540-1640,” Economic History Review, VII (1937), 157; 
“Industrial Europe at the Time of the Reformation (ca. 1515-ca. 1540),”” Journal of 
Political Economy, XLIX (1941), 222-23. 

* As the present article is the by-product of another piece of research, it is prob- 
able that some recently published statistical material bearing on the subject of silver 
production in sixteenth-century Europe has escaped my notice. Doubtless more is 
preserved in various German archives. My article is not intended to be a final word 
on the subject, though I am somewhat dubious about the wisdom of ever trying to 
draw ~ new statistical tables to replace the estimates of Soetbeer (see below, 
P. 591). 
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The new evidence made available since the appearance of Soetbeer’s 
tables indicates that the mines of central Europe were most fruitful 
somewhat earlier than he supposed, probably during the decade 1526- 
35, just on the eve of a very great increase in the imports of American 
treasure into Spain, which were apparently more than twice as valu- 
able in the five-year period 1536-40 as in the five-year period 1531-35. 
The increase in imports in the thirties was due mainly to the opening 
of silver mines in the New World. Hitherto, practically all the treasure 
from America had come in the form of gold. Henceforth, silver im- 
ports overshadowed gold imports, substantially in value and over- 
whelmingly in weight.’ 

The most prominent of all the mining towns of central Europe at 
the end of the fifteenth and the beginning of the sixteenth centuries 
were Joachimstal in Bohemia, Mansfeld in the county of that name, 
Schneeberg, Annaberg, and Marienberg in Saxony, and Schwaz in the 
Tyrol. At no other place—with the possible exception of Neusohl in 
Hungary—was anything like a yearly average output of 40,000 marks 
of silver ever achieved for a decade in early modern times. Joachimstal 
was nearly twice as productive of silver in the decade 1526-35 as in 
any other decade before or after.* Mansfeld and Annaberg had their 
most productive years in the thirties of the sixteenth century.’ For 
Schneeberg and Schwaz the period of greatest fruitfulness was con- 
siderably earlier, in the decade 1476-85 at Schneeberg and in the five- 
year period 1485-89 at Schwaz.'® Beginning in the late twenties of the 
sixteenth century, the Turkish invasion and the growing dislike of the 
local population for the German capitalists who had gained partial 
control of the local enterprises, apparently brought about some decline 
in the output of silver at Neusohl and most other Hungarian mines. 

Let us compare the statistical material now available for an esti- 
mate of the average annual output of silver, during the decade 1526-35, 
in Germany and the countries which comprised nineteenth-century 


? Earl J. Hamilton, American Treasure and the Price Revolution in Spain, 1501- 
1650 (Cambridge, Mass., 1934), pp. 34-35, 40-42. 

§ Kasper Sternberg, Umrisse einer Geschichte der bihmischen Bergwerke (Prague, 
1836), I, Part I, 415-17. 

* Miick, op. cit., I, 58-59; Soetbeer, op. cit., p. 17. 

© Oswald Hoppe, Der Silberbergbau su Schneeberg bis sum Jahre 1500 (Freiberg, 
1908), p. 112; Stephan Worms, Schwaszer Bergbau im fiinfsehnien Jahrhundert (Vien- 
na, 1904), pp. 85-86, 173; M. R. Wolfstrigl-Wolfskron, Die tiroler Ersbergbaue, 
1301-1665 (Innsbruck, 1903), p. 35. 
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Austria-Hungary, with the figures which Soetbeer gives for his two 
most productive periods, 1521-44 and 1545-60. Soetbeer divided Ger- 
many into Saxony, the Upper Harz, and the remaining districts. 

Saxony.—Soetbeer estimated the average yearly silver output of 
Saxony at 19,020 pounds during the period 1521-44 and at 26,300 
pounds during the period 1545-60." Our knowledge of silver produc- 
tion in Saxony in the sixteenth century has not increased appreciably 
since Soetbeer wrote. But a consideration of the data that he presents 
in support of his estimates,” leads us to doubt whether he was right in 
assuming that the yearly output was greater after 1545 than it had 
been during the preceding twenty years. Soetbeer had complete rec- 
cords of output only for the mines at Freiberg. The course of produc- 
tion there differed greatly from that in central Europe generally," and 
Soetbeer seems to have leaned too heavily on the Freiberg records. 
There the output was more than twice as great in the fifties of the six- 
teenth century as in the thirties, when the other chief mining towns— 
Annaberg, Marienberg, and Schneeberg—were far more prosperous 
than in the fifties. 

In the decade 1526-35 the yearly output of silver at Freiberg aver- 
aged rather less than 9,000 marks. At Schneeberg, which had seen its 
best days in the late fifteenth century, the yearly output averaged only 
a shade more than 4,000 marks, though it increased to nearly 14,000 
marks during the five-year period from 1535 to 1539. The output at 
Annaberg in the decade 1526-35 is quite uncertain, but, judging from 
the dividends paid by the mining companies there in the years of great- 
est prosperity, 1536 and 1537, it may have been several times as great 
as at Freiberg. At Marienberg, where the mines reached a zenith of 
prosperity in the four years 1538-41,'4 the output of silver may well 
have equaled that at Annaberg during the decade 1526-35. In their best 
years Annaberg and Marienberg almost certainly each produced up- 
ward of 50,000 marks (25,000 pounds)—a figure never approached at 
Freiberg at any time in the sixteenth century. At both places and also 
at Schneeberg there was in the forties and fifties a great falling-off in 
productivity, which probably more than offset the gains at Freiberg. 
It seems likely that the output of the Saxon mines in the twenties and 
thirties was substantially greater than in the forties and fifties. It is 


"™ Op. cit., p. 21. "2 Ibid., pp. 15-18. *3 See below, p. 587. 


“4 Ernst Kroker, “Leipzig und die sichsischen Bergwerke,” Schriften des Vereins 
fiir die Geschichte Leipzigs, IX (1909), 51-52. 
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possible that the output of silver in Saxony from 1521 to 1544 (includ- 
ing the production at other places less important than Annaberg, Mar- 
ienberg, Freiberg, and Schneeberg) was nearly twice as great as Soet- 
beer supposed. 

The Upper Harz.—According to Soetbeer, the annual output of silver 
in this district averaged 7,000 pounds from 1521 to 1544 and 6,800 
pounds from 1545 to 1560."5 The largest single source of silver supplies 
was the mines of argentiferous lead and copper ores of the Rammels- 
berg, near Goslar, the oldest of the important mining centers in Ger- 
many. Neuburg, the chief authority on the mines of the Rammelsberg, 
who published his book thirteen years after Soetbeer’s tract, estimates 
the production of silver there at some 8,000 or 9,000 marks in 1526." 
Soetbeer apparently allowed only 4,000 marks for the Rammelsberg 
mines.'? Silver was produced at a number of other places in the Upper 
Harz (where several new mines were opened between 1521 and 1537), 
though in some cases it left no trace in the statistical records.'® So 
Soetbeer’s estimate of 10,000 marks for the remaining mines is prob- 
ably also an understatement. 

The “remainder of Germany.’’—It is here that Soetbeer’s figures 
prove to be least satisfactory. He took the complete records of Ger- 
man silver production for 1850 as a guide. At that time the produc- 
tion of Saxony and the Harz combined accounted for between four- 
fifths and five-sixths of the total. Soetbeer made the hazardous assump- 
tion that the relative positions of Saxony and the Harz, on the one 
hand, and the rest of Germany, on the other, in silver production were 
the same between 1493 and 1850 as in 1850. He therefore assigned the 
“‘remainder of Germany” a yearly output of 5,160 pounds from 1521 
to 1544 and 6,600 pounds from 1545 to 1560.?° 

The mines of the Leber-Tal, in Alsace, are the only German mines 
outside Saxony and the Upper Harz for which Soetbeer gave any six- 
teenth-century figures. These mines were most productive during the 
three years 1534-36, when the annual output of silver was approxi- 
mately 9,000 marks on the average." According to another authority, 


*S Op. cit., p. 21. 

*6 Clamor Neuburg, Goslars Bergbau bis 1552 (Hannover, 1892), p. 241. 

7 Op. cit., p. 18. 

18 [bid.; Helen Boyce, The Mines of the Upper Harz from 1514 to 1589 (Menasha, 
Wis., 1920), pp. 47-50 ef passim. 

9 Boyce, op. cit., p. 50. 2° Op. cit., pp. 20-21. % [bid., p. 20. 





SILVER PRODUCTION IN CENTRAL EUROPE 581 


not used by Soetbeer, the yearly yield between 1528 and 1545 from 
the principal mines in the valley—those in the territory of the counts 
of Rappoltstein—was not under 6,500 marks.” The far more impor- 
tant silver-bearing mines of cupriferous slate at Mansfeld, where Lu- 
ther’s father had worked with pick and shovel, also reached a high point 
of productivity in the thirties. In good years the output of copper 
amounted to some 2,000 tons and the output of silver to some 50,000 
marks. The annual production of silver at Mansfeld during the decade 
1526-35 possibly averaged almost 40,000 marks.” 

In Silesia, another district neglected by Soetbeer, silver was obtained 
in a number of places, chiefly from argentiferous lead ores. The an- 
nual production for Silesia as a whole is quite uncertain, but it was 
clearly worthy of notice in the thirties and forties of the sixteenth cen- 
tury. Among the most productive mines were the argentiferous lead- 
ore group in the east at and near Tarnowitz. There more pits were sunk 
in 1536 than in any other year. During the three years 1561-63, when 
the yield had fallen off somewhat, the annual output of silver at this 
group of mines averaged 3,542 marks.*4 Some additional silver was ob- 
tained at a number of other places, among them Waldenburg, Gottes- 
berg, and also Reichenstein, famous chiefly for its gold. At Reichen- 
stein, as at Tarnowitz, the mines were most fruitful in the thirties and 
forties.*5 

Other regions in Germany produced silver in small quantities in 
the sixteenth century—for instance, the Spessart (in lower Franconia 
and Hesse-Nassau), the Black Forest, the Siegerland (in Westphalia), 
and Thuringia. But it is not possible to ascertain the output in any 
of these regions. Even if we make no substantial allowance for the 
silver produced in them, it is clear that Soetbeer’s figures for silver pro- 
duction outside Saxony and the Upper Harz fall greatly short of the 
truth. During the decade 1526-35, the yearly output in “the rest of 


* Koch, ‘“‘Geschichtliche Entwickelung des Bergbaues und Salinenbetriebes in 
Elsass-Lothringen,” Zeitschrift fiir Bergrecht, 1874, p. 170. 

3 Miick, op. cit., I, 58-509. 

*4 Aemil Steinbeck, Geschichte des schlesischen Bergbaues (Breslau, 1857), II, 
165-66, 230, ef passim. 

*sKarl Pflug, “‘Zur Geschichte des Bergbaues im waldenburger Berglande,” 
Zeitschrift des Vereins fiir Geschichte und Altertum Schlesiens, XLIII (1909), 75-78; 
Steinbeck, op. cit., II, 51 et passim; E. Fink, “Die Bergwerksunternehmungen der 
Fugger in Schlesien,” Zeitschrift des Vereins fiir Geschichte und Altertum Schlesiens, 
XXVIII (1894), 312-13. 
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Germany” could hardly have amounted to less than 60,000 marks, or 
30,000 pounds. It may well have been considerably larger. 

Bohemia.—Soetbeer’s selection of periods in connection with his sta- 
tistical tables prevented him from bringing out fully the importance 
of silver mining in Bohemia in the late twenties and the early thirties 
of the sixteenth century. For the years 1521-44 he estimated the an- 
nual output of the country at 57,730 marks and for the years 1545-60 
at 40,455 marks.” 

If we use the same sources as Soetbeer and take instead the decade 
1526-35, we get a considerably larger total. On his own showing, the 
figures given by Kaspar Sternberg indicate that at this time Joachims- 
tal was probably the most productive silver-mining center in Europe. 
A maximum output of 87,500 marks of silver was obtained in the year 
1533. The annual average during the decade 1526-35 was more than 
54,000 marks.??7 Kuttenberg produced an additional 21,000 marks or 
so.28 

Soetbeer’s figure for the remaining mines of Bohemia is also too low. 
The mines at Elischau, Welhartitz and Muttergottesberg produced 
3,138 marks of silver per annum on the average from 1528 to 1541. 
The mines at Bergreichenstein and Pfibram produced some 3,000 
marks yearly in the thirties; those at Budweis and Rudolfstadt per- 
haps as much; those at Tabor, Ratiboritz, and Hlasowa nearly 1,000 
marks.,”® It is difficult to believe that the annual average of the various 
Bohemian mines, other than Joachimstal and Kuttenberg, fell below 
10,000 marks in the decade 1526-35. So the annual output of silver 
for Bohemia as a whole during that decade could hardly have been 
less than 85,000 marks. 

The Tyrol and Salsburg.—Soetbeer’s figures are 50,000 marks a year 
on the average from 1521 to 1544 and 54,800 marks from 1545 to 1560. 
Since he wrote, a good deal of new statistical material on mining in the 
Tyrol has been published. It relates particularly to Schwaz, east of 
Innsbruck, where the mines were more productive of silver than at any 
other place in the Eastern Alps. The new data suggest that in the 

% Op. cit., p. 27. These are marks, Vienna measure, containing 288.668 gr. 
Soetbeer’s figures for Germany are in marks of Cologne measure, containing 
233-8555 gr. 

+1 Ibid., p. 26; cf. Sternberg, op. cit., I, Part I, 415. 

28 Soetbeer, op. cit., p. 27. 

2° Sternberg, of. cit., 1, Part I, 182, 245-48; Part II, 59-60, 64; Soetbeer, op. cit., 


p. 25. 
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decade 1526-35 the yearly output of these mines came to almost 36,000 
marks, or some 5,000 marks less than Soetbeer counted.*° But he did 
not allow nearly enough for the remaining Tyrolese mines. Agricola, 
the greatest German mining and engineering authority of the early 
sixteenth century, regarded the mines just south of the Brenner at 
Sterzing-Gossensass as almost as important as those at Schwaz. Ac- 
count should be taken also of silver production in the southern Tyrol 
at Windisch-Matrei, Primér, Brixen, Persen, and Taufers, and in the 
northern Tyrol in the Zillertal and especially at Rattenberg and Kitz- 
biihel.#* Soetbeer noticed only the last two of these mining centers. 
After Schwaz and Sterzing-Gossensass they were the most important; 
but Soetbeer was mistaken in assuming that their importance began 
with the discovery, apparently in 1539, of the Rérerbiihel in the lord- 
ship of Kitzbiihel.** At Rattenberg, probably a much more productive 
center for both silver and copper than Kitzbiihel, the most fruitful 
period was the beginning of the sixteenth century, when the silver out- 
put amounted to many thousands of marks perannum. There and also 
at Kitzbiihel mining was carried on at least as early as the middle of 
the fifteenth century. While no accurate estimate of the total output 
of the Tyrolese mines in the decade 1526-35 is possible, it is by no 
means improbable that the yield of silver from all the other mining 
centers combined exceeded that at Schwaz. 

We assume that Soetbeer’s figure of 8,000 marks of silver for the 
annual production at Salzburg is about right.*4 The output of Salz- 
burg and the Tyrol together could hardly have fallen much short of 
80,000 marks a year during the decade 1526-35, or more than half again 
as much as his estimates suggest. 

The remainder of Austria~-Hungary.—Soetbeer allows for an annual 
output of only 7,270 marks from 1521 to 1544 in Hungary, Transyl- 
vania, and all parts of the nineteenth-century Austro-Hungarian em- 
pire other than Bohemia, the Tyrol, and Salzburg.*5 This figure is a 
pure guess. In so far as Soetbeer had any information at all to guide 
him it was for 1480 and 1552. The Hungarian mines prospered mainly 
in the interval between these dates. Soetbeer did not follow the same 
method here as he adopted for Germany—that of assuming that the 


3° Wolfstrigl-Wolfskron, op. cit., p. 35; Soetbeer, op. cit., p. 20. 

# Wolfstrigl-Wolfskron, op. cit., passim. 32 Op. cit., p. 30. 

33 Wolfstrigl-Wolfskron, of. cit., pp. 155-59. 

4 OD. cit., p. 30. 35 Jbid., pp. 27, 31. 
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distribution of production between the various regions was roughly the 
same as in the mid-nineteenth century. If he had done so, he would 
have had a larger output for Hungary than for Austria, instead of a 
very much smaller one. There is little doubt that his estimate for 
Hungary in the early sixteenth century falls greatly short of the mark, 
in view of the evidence discovered since his time that the Fuggers ob- 
tained from Hungary most of the supplies of argentiferous copper ore 
for their great metallurgical factory in Thuringia. The ore came mainly 
from the rich mines at Neusohl, and silver was an important by-prod- 
uct of the manufacture.** Some of the most powerful and ingenious en- 
gines for draining mines at the time of the Reformation had been appar- 
ently invented in Hungary. As the capital invested in mining, not 
only at Neusohl, but also at Sohl, Schemnitz, and Kremnitz, rivaled 
that in some of the principal centers of Germany and Austria, it is 
probable that as late as the twenties of the sixteenth century the an- 
nual output of silver obtained from Hungarian ores amounted to sev- 
eral tens of thousands of marks.*?7 Some silver was also produced in 
Transylvania, Carniola, and Carinthia, where the Fuggers had another 
great plant near Villach for separating silver from argentiferous copper 
ore.3* It is possible that Soetbeer’s figure for the “remainder of Aus- 
tria-Hungary”’ falls even further short of the truth than his figure for 
the “remainder of Germany.” But in the present state of our knowl- 
edge even rough estimates for the production of silver in the countries 
to the east of Bohemia, the Tyrol, and Salzburg cannot be given with- 
out resort to the wildest kind of guesswork. 

Our survey of the mines of central Europe in the decade 1526-35 
suggests that the annual production of silver in Germany amounted to 
upward of 150,000 marks, Cologne measure (233.8555 gr.). It sug- 
gests that in the nineteenth-century Austro-Hungarian empire the an- 
nual production amounted, at the very least, to from 175,000 to 200,000 
marks, Vienna measure (280.668 gr.). So the combined yearly total 


3% Ernst Koch, ‘Das Hiitten- und Hammerwerk der Fugger zu Hohenkir- 
chen ...., 1495-1549.” Zeitschrift des Vereins fiir thiiringische Geschichte, XXV1 
(N.F., 1926), 295, 313, 317-18, 322-23. 

37 Jakob Strieder, Studien sur Geschichte kapitalistischer Organisationsformen 
(2d ed.; Munich, 1925), pp. 8-12, 15, 26-27, 40. 

38 Friedrich Dobel, ‘‘Ueber den Bergbau und Handel des Jacob und Anton Fugger 
in Kurnten und Tirol, 1495-1560,” Zeitschrift des historischen Vereins fiir Schwaben 
und Neuburg, (X (1882), 194-95; Koch, “‘Das Hiitten- und Hammerwerk der Fugger 
zu Hohenkirchen . . . . ,”’ op. cit., pp. 295-96. 
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was perhaps in the neighborhood of 3,000,000 ounces. It may well 
have exceeded that figure considerably. Soetbeer’s tables give the er- 
roneous impression that the average annual output did not reach a 
maximum until the period 1545-60, when it amounted, according to 
his tables, to a shade more than 1,700,000 ounces.*® 

It was more than three hundred years before an output of 3,000,000 
ounces was again obtained from central Europe. Not until the fifties 
of the nineteenth century, when the German people were beginning 
once more to play a leading role in European economic and political 
life, did the silver mines in this part of the world again become as 
fruitful as at the time of the Reformation.* 


Il, THE GROWTH IN PRODUCTION, ¢ad. 1450-Ccd. 1540 


It has long been known that the silver mines of central Europe 
reached their zenith of prosperity in the sixteenth century after a pe- 
riod of rapid growth. But Soetbeer’s tables do not help us to estimate 
the magnitude of this growth, to determine when it began and when 
it was most rapid. The statistical material of various kinds that has 
been accumulated by scholars since 1879 is sufficient to make possible 
rough and tentative conclusions on all three points. The production 
of silver in Bohemia, Saxony, and most of the mountainous districts 
peopled by the Germans, Slavs, and Magyars probably reached a low 
point during the Hussite wars in the twenties and thirties of the fif- 
teenth century. The expansion which followed took two forms—the 
revival with the help of improved technical methods of drowned or 
buried mines and the discovery of seams of ore in many old mining 
centers and in some new places. 

It is not possible to determine exactly when the production of silver 
began to increase. But the growth was certainly not impressive before 
1450," although some rich seams were discovered in the first half of 
the fifteenth century, notably at Schwaz.# In the sixties and even 
more in the seventies and eighties the expansion in the output of silver 
became rapid. Very rich ore deposits were discovered at Schneeberg 
in the fifties. There the output rose from, at the most, a few hundred 


9 Op. cit., p. 107. 
# Ibid., pp. 111-12. 


* Cf. Albert Jager, ‘‘Beitriige zur tirolisch-salzburgischen Bergwerks-Geschichte,” 
Archiv fiir dsterreichische Geschichte, LIII (1875), 339. 


# Worms, op. cit., p. 17. 
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marks a year around 1450, to about 31,000 marks during the period 
1470-76, and to about 44,000 marks from 1476-85.“ At Schwaz, and 
probably at Mansfeld,‘4 the growth of mining enterprise at this time 
was hardly less astonishing. In the seventies and eighties the output 
at Schwaz more than tripled, rising from an annual average of 14,622 
marks from 1470 to 1474, to 26,147 marks from 1475 to 1479, to 34,651 
marks from 1480 to 1484, and, finally, to 45,336 marks from 1485 to 
1489.4 

By the last decade of the fifteenth century, and perhaps earlier, the 
silver output in Hungary had begun to grow with similar rapidity. 
The great mines at Annaberg were first opened up in the nineties. In 
the second decade of the sixteenth century those at Joachimstal and 
Marienberg were started. Meanwhile, the Hungarian mines continued 
to prosper. By the late twenties the ancient mines of the Rammels- 
berg, near Goslar, and of Kuttenberg, in Bohemia, had recovered most 
of the prosperity they had once had in the thirteenth and early four- 
teenth centuries. The output was increasing rapidly at Freiberg. 

Around 1450 there was probably not a single mining center yielding 
10,000 marks of silver a year. Around 1530 there were eight or more 
centers producing from 10,000 to upward of 50,000 marks. The output 
of central Europe as a whole could hardly have increased less than 
fivefold; it may have increased considerably more. The growth in pro- 
duction was apparently most striking between about 1460 and about 
1530. In the Eastern Alps there was a marked slackening in the rate of 
growth in output at the turn of the fifteenth into the sixteenth century. 
In the Erz Gebirge, the Sudetic Mountains, and most parts of Ger- 
many the rate of growth was almost, if not quite, as rapid during the 
first three decades of the sixteenth century as during the last four dec- 
ades of the fifteenth. As Soetbeer’s first statistical table is for the pe- 
riod 1493-1520, when production was already on the point of reaching 
a maximum, it does not bring out the phenomenal nature of the growth 
in silver output at the end of the Middle Ages. 


III, THE DECLINE IN PRODUCTION, ca. 1540-ca. 1618 
According to Gustav Schmoller, the period from 1480 to 1570 was 
the second brilliant age in the history of silver mining in central Eur- 


43 Hoppe, op. cit., pp. 7, 112, 156-57. 
44 Miick, op. cit., I, 5, 45. 4s Worms, op. cit., pp. 85-86, 173- 
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ope, after an earlier brilliant age in the thirteenth century.“ This may 
be true in the sense that around 1570 the output of silver was greater 
than it had been around 1480, though even this much cannot be taken 
for certain. The statement is not true in the sense that these ninety 
years were a time of continually increasing productivity. The rapid 
growth in silver production began rather sooner than Schmoller sug- 
gested in his excellent synthesis of the history of mining in early Ger- 
many, which was published in 1891. The decline in silver production 
also began rather sooner. 

The erroneous impression conveyed by the work of Soetbeer con- 
cerning the decline in silver production, which accompanied the great 
increase in the inflow of American treasure, is easy to explain. In the 
first place it arises from the fact that his tables understate the actual 
output in the twenties and thirties of the sixteenth century. His figures 
for the last decades of that century and for the early seventeenth cen- 
tury are certainly much less of an understatement for the output of 
central Europe; indeed, it may be doubted whether they are an under- 
statement at all. The mining centers for which Soetbeer had the most 
complete data turn out generally to be those where output was best 
maintained after the Reformation. He had no records for Hungary, 
where a serious decline in mining prosperity first set in, probably in the 
late twenties of the sixteenth century. For Germany itself, as we have 
seen, he leaned heavily on the statistics for Freiberg. These statistics 
are completely unsatisfactory as a guide, because there was no other 
important silver-mining center in Europe where output followed the 
same course during the sixteenth and seventeenth centuries as at Frei- 
berg. More silver was produced there in the decade 1611-20 than in 
the decade 1531-40. The annual output was greater at the end of the 
Thirty Years’ War, from 1641 to 1650, than from 1524 to 1530.4 

The contrast is striking between the course of production at Frei- 
berg and that at some of the other leading silver-mining centers of 
central Europe, for which Soetbeer had only fragmentary statistics or 
for which he had no statistical evidence at all. At Mansfeld the output 
in the sixties of the sixteenth century was not much more than half 
as great as in the thirties. During the first two decades of the seven- 
teenth century the yearly yield of silver had fallen to one-fifth or less 

“Gustav Schmoller, “Die geschichtliche Entwickelung der Unternehmung,” 
Jahrbuch fiir Gesetsgebung, Verwaltung und Volkswirtschaft im Deutschen Reich, XV 
(1891), 963 ff. 

4? Soetbeer, op. cit., p. 17. 
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of what it had been at the zenith of productivity.“* As we have seen, 
Schneeberg had largely lost its importance as early as the Reforma- 
tion. A slight revival i~. the late thirties was followed by a new decline 
in the forties of the sixteenth century.4* Production probably declined 
pretty steadily at Annaberg and Marienberg from the high points 
reached between 1536 and 1540. By the seventies both places had lost 
most of their importance as mining centers.’° Beginning in the forties 
Joachimstal underwent a collapse as complete as that at Schneeberg, 
Annaberg, and Marienberg. The annual output fell from about 54,000 
marks in the decade 1526-35 to some 17,000 marks in the decade 1555- 
64, to between 8,000 and 9,000 marks in the decade 1565-74, and to 
some 3,000 marks during the twenty years 1601-20." 

These figures for Joachimstal were known to Soetbeer, but he had 
fewer statistics for Schwaz than are now available to us. There the an- 
nual output declined from nearly 36,000 marks in the years 1520-44 
to about 24,000 marks in the years 1545-69 and to a little less than 
11,000 marks in the years 1595-1619." In Silesia the chief silver-pro- 
ducing mines, those in the neighborhood of Tarnowitz, lost almost all 
their importance during the last half of the sixteenth century. During 
the three years 1561-63, when the annual output is said to have been 
considerably less than in the thirties, it amounted to 3,542 marks. Dur- 
ing the three years 1578-80 it amounted to 1,444 marks; in 1592 and 
1593 it had fallen to 614 marks; in 1601 and 1602 to 520 marks.*’ In 
the Leber-Tal, in Alsace, the annual output declined from a high point 
of some 9,ooo marks during the three years 1534-36 to some 3,000- 
4,000 marks during the last half of the sixteenth century and to some 
1,500 marks during the early years of the seventeenth.54 

Silver production at almost all the chief mining centers of central 
Europe had fallen off by the beginning of the seventeenth century to 
anywhere from one-third to one-twentieth of its maximum amount. 


48 Mick, op. cit., I, 117-109. 

49 Soetbeer, of. cit., p. 16. 5° Ibid., pp. 17-18. 

5* Sternberg, op. cit., I, Part I, 415-17; Soetbeer, op. cit., p. 27. 

5? Wolfstrigl-Wolfskron, of. cit., p. 35. 

53 Steinbeck, op. cit., II, 230. 

54 Soetbeer, op. cit., p. 20. At some of the smaller centers the collapse in silver- 
mining operations was still more precipitate. At Pfibram, in Bohemia, the output 


of silver fell from 2,132 marks in 1553 to 841 marks in 1558, to 117 marks in 1568, 
and to 20 marks in 1574 (Sternberg, of. cit., I, Part IT, 64). 
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Apart from Freiberg, the only important places at which the silver 
output was fairly well maintained were two of the other most ancient 
mining centers of Europe, the Rammelsberg, in the Harz, and Kutten- 
berg, in Bohemia. 

During the forties, fifties, and sixties of the sixteenth century the 
decline in the prosperity of most of the principal mining districts was 
offset to some extent by the discovery of seams of argentiferous ores in 
new spots. But none of the fresh mines approached in fertility the 
principal ones opened up during the previous eighty years or so. After 
the sixties few new seams were uncovered and worked. The collapse 
in prosperity was in full swing during the half-century preceding the 
Thirty Years’ War. 

According to Soetbeer’s figures, the annual output of silver in the 
whole of central Europe on the eve of that war—during the first two 
decades of the seventeenth century—amounted to about 750,000 
ounces.5s These figures, unlike those which he gives for the time of the 
Reformation, seem about right. Production in the decade preceding 
the Thirty Years’ War was almost certainly less than one-third, prob- 
ably not more than one-fourth, as great as it had been during the dec- 
ade 1526-35. 

In the interval Europe had been deluged with shipments of Ameri- 
can silver. The imports into Spain alone reached 700,000 ounces or 
so a year as early as the forties of the sixteenth century. In the last 
decade of the century they reached some 10,000,000 ounces or more a 
year. These imports helped to send the prices of most commodities 
soaring, and silver fell from one-half to one-third of its former value. 
Thus the imports were one of the factors which led to the abandonment 
of silver mining in all European countries. There was a superabun- 
dance of supplies and consequently little incentive to search for or dig 
more at home at a high cost. 

Soetbeer’s estimates suggest that in the European countries outside 
of the Holy Roman Empire the output of silver fell only slightly dur- 
ing the sixty years following the opening of the mines of Potosi, about 
1545.57 But his figures are based on actual statistics of production 
only in the case of Sweden. There, on Soetbeer’s own showing, the 
annual output declined rapidly and was only about one-fourth as great 
in the second half of the sixteenth century as in the first.* In view of 


55 Op. cit., p. 108. 57 Op. cil., pp. 107-8. 
* Hamilton, op. cit., pp. 34, 38, 40-42. 5 Ibid., p. 34. 
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the abundant evidence concerning central Europe and the figures for 
Sweden, such as they are, the burden of proof will certainly rest upon 
one who contends that the silver output was much better maintained 
in other European countries for which no respectable evidence at all 
is available. Soetbeer’s tables probably minimize the fall in the pro- 
duction of these countries even more than they minimize the fall in 
the production of central Europe. In the twenties and thirties of the 
sixteenth century the silver production of Europe as a whole may well 
have reached 3,500,000 ounces or more.‘® In the first two decades of 
the seventeenth it had been reduced in all probability to less than 
1,000,000 ounces.*° 


IV. CONCLUSION 


The downward curve of prosperity in European silver mining seems 
to have been an almost perfect converse of the upward curve. Output 
increased at a very rapid rate in central Europe from about 1460 to 
about 1500 or 1510. After that output continued to grow, but at a 
diminishing rate, down to the thirties of the sixteenth century. After 
the thirties output began to decline, for a time rather slowly. After 
about 1560 the decline became pronounced; during the last three dec- 
ades of the sixteenth century it was very rapid. On the eve of the 
Thirty Years’ War, some eighty years after the zenith was reached, 
the mines were apparently little more productive than they had been 
in the middle of the fifteenth century, on the eve of the great European 
silver rush. During the Thirty Years’ War the annual output did not 
perhaps greatly exceed that during the Hussite wars, two centuries 
before. 

While Soetbeer’s tabular estimates of European silver production 
before the Thirty Years’ War do not give a satisfactory picture of the 
growth and decadence of silver mining in central Europe, his figures 
for the total production of silver in Europe during the sixteenth and 
seventeenth centuries as a whole probably fall much less short of the 
truth than his figures for production in central Europe in the twenties 
and thirties of the sixteenth century. The text of his tract—the result 


59 Ibid., pp. 34-38, and see above, p. 585. 


6° Soetbeer’s tables give the annual output in Europe from 1601 to 1620 as & 
shade more than 1,000,000 ounces (0. cit., p. 108). But his figure of 8,000 kilograms 
for the countries outside the Holy Roman Empire is, in all probability, too high. 
There is no evidence that silver supplies of any consequence were being obtained in 
any of these countries, unless perhaps in European Turkey. 
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of extensive and solid research—supplies much information that is 
reliable. It is still very helpful to the historian. 

Aristotle remarks that an educated man will not expect greater pre- 
cision in answering any question than the nature of the subject matter 
allows.* Even today it is doubtful whether, without sacrificing accu- 
racy, the course of silver production in Europe from 1450 to 1618 can 
be put in the form of statistical tables of the sort Soetbeer tried to 
construct. In spite of the new data published since he wrote, a great 
deal still has to be left to guesswork. In all probability the attempt to 
give precise figures decade by decade, even with the help of all the evi- 
dence that is still buried in the archives of central Europe, would leave 
much to be desired. The educated man will not ask for precise figures. 
He will content himself with general statements, containing many qual- 
ifications, like the statements put forward in tentative and imperfect 
form in this article. 

These statements indicate that the shock to mining and to economic 
life in central Europe, which accompanied the imports of vast quantities 
of American treasure, was even more violent than has been supposed. 
If the silver mines of Germany, Bohemia, Hungary, and the Eastern 
Alps had proved richer and if the silver mines of South and Central 
America had proved poorer, the economic eclipse of the Germans in 
the late sixteenth and seventeenth centuries might have been somewhat 
less complete than it was. During that age the Germans lost their lead- 
ership in heavy industry. The economic, and particularly the indus- 
trial, balance of power shifted from the Continent (from central Eur- 
ope, Italy, Spain, and the Spanish Netherlands) to Holland, Sweden, 
and, above all, to Great Britain. That shift is to be understood only 
in terms of the general history of European civilization, for it was the 
resuit of many factors. In considering the factors which contributed to 
the decline in the economic importance of central Europe, it would be 
a mistake to neglect altogether the distribution of the sources of pre- 
cious metal made by Nature, or by Divine Providence, as the Greeks 
might have said. 


% Nicomachean Ethics, Book i, chap 1. 
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versity of Liverpool, admittedly approaches his theme in the 

spirit and with the techniques of the student of comparative 
literature. He is most successful, accordingly, when his argument re- 
mains on the philological level, concerned primarily with similarities 
of thought and expression between particular passages in the Esprit des 
lois and in the writings of Englishmen who can be shown to have gone 
to Montesquieu for material assistance or support. The list of British 
writers between 1750 and 1800 whose debt to Montesquieu can be indi- 
cated by parallelisms of this sort, as well as by explicit acknowledg- 
ments of his authority, is not indeed complete—there is no mention, for 
instance, of Richard Hurd’s interesting dialogues “On the Constitu- 
tion of the English Government”’ (1759); but it is far longer than any 
similar list available hitherto, and it includes a wide diversity of au- 
thors great and small—historians like Ferguson, Gibbon, Dalrymple, 
Stuart, Sullivan, Millar, Robertson, and Dunbar; legal or constitu- 
tional theorists like Wallace, Blackstone, and De Lolme; economists 
like Sir James Steuart and Adam Smith; social critics and reformers 
like John Brown and Granville Sharp; political orators and pamphlet- 
eers like Richard Price, Sir Philip Francis, Sir James Mackintosh, and, 
above all, Edmund Burke. For these and many others the Esprit des 
lois is shown to have been a source of arguments and information, of 
maxims and conclusions, on a great range of questions which, more or 
less independently of Montesquieu, interested historically and politi- 
cally minded Britons of the middie and later eighteenth century. 

In so far as the “‘influence’”’ of Montesquieu can be made to appear 
through a simple comparison of texts and doctrines apart from consid- 
erations of a more philosophical order concerning the methods of writ- 
ers and the meaning of their principles in the context of their works 
read as logical wholes, the devices of exposition which Mr. Fletcher 
employs are for the most part adequate enough. Unfortunately he is 


M: FLETCHER, who is senior lecturer in French in the Uni- 


*F. T. H. Fletcher, Montesquieu and English Politics (1750-1800). (London: 
Edward Arnold & Co. [New York: Longmans, Green & Co.], 1939). Pp. 286. 
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not content with an inventory of particular references and parallelisms 
organized in terms of the subject-matters to which they are most ob- 
viously relevant; often his judgments take the form of generalizations 
as to the fundamental procedures of his authors or the implications of 
their statements which leave much to be desired in the way of analyti- 
cal precision and fidelity to the complexity of the texts. 

One could wish, thus, for a more carefully considered account of 
Montesquieu’s “‘historical method” than is contained in the proposi- 
tion (pp. 71-72) that though it is ‘opposed to the metaphysical method 
of Locke, which seeks the sanction of particular laws in first principles 
anterior to human history,” nevertheless, since it involves principles 
arising from the application of “‘human reason” to particular circum- 
stances, the ultimate ground of human law, even in Montesquieu, 
“may be said to be outside history”; or in the statement (p. 73) that 
the novelty of his procedure consists essentially in his neglect of “the 
very thing considered most fundamental to history—time”’ and in his 
substitution of a scheme, indifferent to time and place, in which the 
gap between the permanent and the changing, the constant human 
reason and the shifting and finite forms of human societies is bridged 
by the general “principles” which he calls ‘virtue, moderation, honour, 
and fear.” It is possible, no doubt, to read the Esprit des lois in such a 
way as to derive an interpretation of its structure and method which 
can be summarized in these essentially “‘platonic” terms. To do so, 
however, is in the first place to neglect the distinction Montesquieu 
establishes in Book I between laws “‘in their most general signification,” 
which are necessary relations arising from the ‘“‘nature”’ or the “raison 
primitive” of things, and laws in the sense of rules established by legis- 
lators using their ‘“‘human reason”’ or faculty of adjusting means to ends 
in a world of finite beings and varying physical and social conditions. 
It is with “law” and “‘reason” in the second of these senses that Mon- 
tesquieu is primarily concerned. His analysis is confined to the realm of 
contingency, variability, becoming; except incidentally, as in the dis- 
cussion of slavery, he is not interested in referring particular laws or in- 
stitutions to eternal or ideal patterns but rather in inquiring what, in a 
given type of government or in view of given conditions of climate, soil, 
religion, morals, or manners, a legislator ought to do if the rules he sets 
up are to serve at once the ends of all legislation, as determined by the 
persistent demands of human nature for peace, nourishment, compan- 
ionship, and society, and the particular ends of this or that political 
society or people, as determined by its existing structure and “princi- 
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ple,” i.e., the specific human passions which set it in motion, by its pe- 
culiar ambitions, such as liberty, commerce, conquest, war, tranquil- 
lity, and by the “spirit” its people imbibe from the climate, the pre- 
vailing religion, the laws, the maxims of government, the established 
morals and customs. The “ought” which for Montesquieu constitutes 
the “reason” of a particular law is clearly not absolute but hypotheti- 
cal; he is careful to maintain the distinction he makes in the beginning 
between the moral philosopher or the theologian, on the one hand, and 
the politician, on the other; if the task of the two former is to discover 
and apply eternal principles, that of the latter is simply, in the light of 
such general knowledge as he has from experience of the normal opera- 
tion of the human passions and of such information as he possesses 
concerning the peculiar genius and circumstances of his people, to find 
out the means which will best serve the ends given him by his situation. 
If his problem is to establish or conserve a democracy, then these are 
the appropriate legislative devices; if to form or maintain a monarchy, 
then these quite different means are indicated; and so similarly with all 
the other variations of his problem which may arise from peculiarities 
of climate, population, geographical situation, religion, manners, and 
the like. 

In expounding this conception of human laws as means relative at 
once to the general ends of human nature—what all men actually de- 
sire—and to the proximate ends of particular societies as determined 
by a great variety of possible combinations of circumstances, Mon- 
tesquieu was inevitably led to draw upon the information available to 
him in histories and books of travels for support or illustration of his 
argument. His procedure in this respect was no different from that of 
earlier political theorists—notably Aristotle, Cicero, Machiavelli, to 
mention only writers quoted by Montesquieu—who, whatever their 
other differences, posed the problem of constitutions and political ac- 
tions, as he did, in terms of the practical adjustment of means to ends 
as modified by considerations of the nature of peoples and existing cir- 
cumstances. For the most part the numerous paragraphs or chapters 
in the Esprit des lois which deal with the particular laws of ancient and 
modern nations or with the customs of uncivilized tribes are brief and 
clearly subordinate to the exposition of the general theory; distinctions 
of time or of stages in a continuous evolution of legal institutions are in 
such cases plainly irrelevant; and normally, when different customs or 
laws are juxtaposed or compared, the ordering principle is derived from 
some division of forms of government or of kinds of climate or of vari- 
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eties of economic conditions. Yet since both the constants of human 
nature which Montesquieu assumes and the political, physical, and 
sociological variables with which he is chiefly concerned may obviously 
manifest themselves in the sequence of institutions and laws character- 
istic of a given nation, there is nothing in his method of approach which 
precludes an application of his theoretical conclusions as to the propri- 
ety of particular kinds of laws in particular kinds of circumstances to 
the causal explanation of historical change in the ordinary sense of the 
word. And in fact the Esprit des lois is uotable for the inclusion in it of 
several fairly elaborate histories of precisely this sort, notably of the 
revolutions of commerce in ancient and modern times (Book XX1I), of 
the origin and revolutions of the Roman laws on successions (Book 
XXVID), of the origin and revolutions of civil laws among the French 
(Book XXVIII), and of the evolution of feuda: law among the Franks 
(Books XXX-XXX]). 

Mr. Fletcher’s discussions of the relation to Montesquieu of such 
important writers as Gibbon, Adam Smith, and Burke are similarly 
open to the criticism of oversimplifying the problem through a failure 
to read texts with sufficient attention to the principles which determine 
the meaning of their terms and the structure of their arguments. Of 
Gibbon he remarks, justly enough (p. 38), that though in his work as 
well as in that of Montesquieu “the historical and the philosophical are 
subtly and inextricably mingled,’’ nevertheless, whereas Montesquieu 
emphasizes the latter element, Gibbon throws his main stress on the 
former. True as this is, however, it does not follow, as he suggests (pp. 
40-42), that Gibbon’s method of causal interpretation in the Decline 
and Fall involved little or no use of general principles and distinctions 
which he could have derived from his early attentive reading of Mon- 
tesquieu. Naturally, since he was writing a history and not a treatise 
on the art of legislation, his narrative dealt mainly with a sequence of 
events the peculiar character of which it was sufficient to trace to such 
particular and accidental causes as the personalities of the emperors, 
the fortunes of war or invasion, the ambitions and beliefs of an original- 
ly obscure religious sect. But for Gibbon, as for most of his contempo- 
raries, history was something more than narrative—it was philosophy 
teaching by example; and in his case, at any rate, the philosophy upon 
which he drew had not a little in common with that of the Esprit des 
lois. Mr. Fletcher, for example, in insisting on Gibbon’s neglect of gen- 
eral for particular causes, points to the fact that he accounted for 
Rome’s greatness by such peculiar customs as the “triumphs” of the 
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consuls and emperors, neglecting to point out that in the “General 
Observations on the Fali of the Roman Empire in the West’’ appended 
to chapter xxxviii of the Decline and Fall the “‘reason” of the custom of 
triumphs is referred, in the terms as well as in the spirit of Montesquieu, 
to the primary fact that “honour, as well as virtue, was the principle of 
the republic.” Nor can anyone read the analysis, in chapter iii, of 
Augustus’ transformation of the old free constitution into a despotism 
disguised under the image of a commonwealth without perceiving that 
the scheme of interpretation is none other than the theory of balance 
and separation of powers which Montesquieu had expounded in his 
famous account of the British constitution in Book XI of the Esprit des 
lois. And, what is even more important, it is this preliminary analysis, 
looking back to a period before the history proper begins, that controls 
and justifies Gibbon’s subsequent preoccupation with the accidents of 
the personal character of successive emperors; the point is not that he is 
neglecting general causes but that, given the essential nature of a des- 
potism, however disguised, the happiness or misery of the common- 
wealth must necessarily be dependent, as he recognizes at the end of 
chapter iii, on the character of a single man. 

If Mr. Fletcher fails thus to do justice to the influence of the Esprit 
des lois on Gibbon, he appears, at least in one respect, to exaggerate the 
intellectual kinship between Montesquieu and Adam Smith. “It was 
probably Montesquieu,” he writes (p. 61), “who taught Smith to study 
economic problems in a political and historical setting, and particularly 
to relate financial transactions and institutions to forms of govern- 
ment.” If to the first part of this statement we add the qualification 
“along with Hume and possibly others,” the evidence Mr. Fletcher 
presents (mainly drawn from Smith’s use of the Esprit des lois in his 
early lectures) would perhaps be given a more just interpretation. The 
second part of the statement is even less convincing since it fails to take 
account of the very different functions which the correlation of eco- 
nomic practices or institutions with variations in other social or politi- 
cal forms is made to serve in the two writers. In Montesquieu the con- 
sideration of economic questions has a double frame of reference. On 
the one hand, the ends of the legislator dealing with economic matters 
are given directly by the nature and principle of his particular form of 
government—democracy, aristocracy, moderate monarchy, or despot- 
ism: this is the case in Book XIII, where the problem is what relation 
the levying of taxes and the greatness of the public revenues should 
bear to liberty; and the argument proceeds by setting up practical 
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rules appropriate to the various types of constitution in which liberty 
does or does not prevail or prevails in different degrees. On the other 
hand, in Books XX-XXII, dealing with commerce and money, the 
relation of economic activities and rules to forms of government is pre- 
sented not so much as one of means and ends as of effects and causes, 
and the main topic of inquiry concerns the proper adaptation of the 
civil laws of the state to its peculiar economic situation, the ends of the 
legislator being now determined directly by the circumstances actually 
prevailing among his people and only indirectly by the nature and 
principles of the government he is concerned to maintain. There is no 
such schematism, of course, in The Wealth of Nations. The unity of that 
work derives from Smith’s conception of political economy as “a 
branch of the science of a statesman or legislator’’—a science which, 
because of the necessary composition of all states, proposes to itself two 
distinct objects: ‘‘first, to provide a plentiful revenue or subsistence 
for the people, or, more properly, to enable them to provide such a 
revenue or subsistence for themselves; and, secondly, to supply the 
state or commonwealth with a revenue sufficient for the public serv- 
ices.” The argument, therefore, is directed to the discovery of the 
means which, in the light of general principles of human psychology 
and of particular historical experience, as well as of the nature of the 
factors involved in the production of wealth, may be shown to contrib- 
ute most effectively to the realization of these two related ends. In the 
course of the discussion the economic practices and policies of many dif- 
ferent nations are described or analyzed; several chapters and one 
whole book (Book IIT) are essays in economic history of very consider- 
able interest; and a persistent use is made of comparative procedures 
which at first glance might seem identical with those of Montesquieu. 
Two important differences, however, ought to be noted. In the first 
place, whenever in such comparisons of one economic system with an- 
other a relation is established between economic transactions or insti- 
tutions and forms of government, the latter never enter as the source of 
varying ends to which the divergent economic means are properly rela- 
tive, but rather simply as causally explanatory elements: the ends of 
the economic statesman are treated as constant and universal, and the 
varying means of attaining these ends which history or the comparative 
study of societies reveals are judged—as, notably, in the celebrated 
comparison of the mercantile and commercial systems in Book IV— 
solely from the point of view of their effects in relation to the common 
object which, presumably, they are all intended to promote—namely, 





598 R. S. CRANE 


the maximum “progress of the society towards real wealth and great- 
ness.” And in the second place, the distinctions most important to 
Adam Smith in his discussion of the problem treated by Montesquieu 
in Book XIII—the problem of public revenue—are rather distinctions 
of a social than of a political sort. The amount of revenue required and 
the uses to which it is put, he shows in the long opening chapter of 
Book V, can be properly judged only in the light of the general state of 
the society, and this is bound to differ widely “‘in the different periods 
of improvement” through which men have emerged from the pastoral 
state to the present age of civilization and opulence. Thus a militia is 
sufficient for a nation of shepherds or husbandmen; in an opulent and 
cultivated nation it is only by means of a standing army that civiliza- 
tion can “be perpetuated, or even preserved, for any considerable 
time.” 

Of the importance of Montesquieu in the political education of 
Burke there can be little question; and Mr. Fletcher’s method perhaps 
appears to best advantage in the pages in which he shows how many of 
the arguments in the Vindication of Natural Society, the Thoughts on 
the Causes of the Present Discontents, the Speech on Conciliation with 
America, the speeches at the trial of Hastings, and the Reflections on the 
Revolution in France rest on premises that could easily have been, and 
in many cases probably were, suggested by the Esprit des lois. He is 
less satisfactory in his occasional generalizations concerning the differ- 
ences which separate Burke’s approach to political questions from that 
of Montesquieu. An instance in point is his interpretation (see esp. 
pp. 77-78, 114, 210, 278) of Burke’s doctrine of “‘prescription.’’ Where- 
as, for Montesquieu, he argues, ‘the ‘historical method’ had assumed 
the permanence of the spirit, but not of the letter, of the law” —a dis- 
tinction, incidentally, which seems to me foreign to Montesquieu’s 
thought—“‘for Burke it came to mean prescription, a theory which de- 
clared that legislators had always acted in the full light of reason and 
had thus given to written law a solidity and permanence that brooked 
no change. Any scheme of social laws therefore presented for Burke a 
faithful picture of an infallible human reason cast in a mould prepared 
for it by material circumstances; and since that reason was invariable, 
nothing but a radical change in physical circumstances could justify 
any change in the law” (p. 77). And again (p. 114): “It may be con- 
fessed that Burke’s political mixture is one degree more viscous than 
Montesquieu’s, and can only be stirred with the greatest difficulty. 
This viscosity continually appears in Burke’s political philosophy as 
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the doctrine of ‘prescription’—the theory that because a thing exists it 
has a strong presumptive case for continuing to exist.” How far these 
statements are from reporting adequately the meaning which “pre- 
scription” had for Burke may be seen if we glance briefly at the passage 
in his speech of May 7, 1782, on the state of parliamentary representa- 
tion, in which the doctrine is perhaps most fully explained. The pas- 
sage forms part of an argument ad absurdum directed against the re- 
formers who propose to establish representation in the House of Com- 
mons on the juridical ground of the supposed natural right of every 
man to govern himself and, where he cannot do this in person, to send 
his representative, without insisting at the same time on the right to 
“the choice of Kings, or Lords, or Judges, or Generals, or Admirals, or 
Bishops, or Priests, or Ministers, or Justices of Peace.”’ Clearly, none of 
these other institutions, which comprise part of the legislative and all 
of the executive and judicial branches of the state, were ever settled in 
the form in which we have them “on any adjudication in favour of 
natural rights.” If they can be defended—and the reformers by the 
very limitation of their claims admit the point—it must be on some oth- 
er grounds, and the defense is equally valid for the remaining part of 
the constitution, namely the House of Commons. The fact is, Burke 
remarks, that our constitution as a whole “‘is a prescriptive Constitu- 
tion; it is a Constitution, whose sole authority is, that it has existed 
time out of mind Your King, your Lords, your Judges, your Juries, 
grand and little, are all prescriptive; and what proves it, is, the dis- 
putes not yet concluded, and never near becoming so, when any of 
them first originated.” For such a constitution there are two grounds 
of defense: one juridical, derived from the principle of prescription it- 
self as “‘the most solid of all titles, not only to property, but, which is to 
secure that property, to Government”; the other political, involving 
the presumption that naturally arises in men’s minds with regard to 
schemes of government—the presumption, namely, “in favour of any 
settled scheme of government against any untried projects”—not, as 
Mr. Fletcher suggests, merely that the scheme exists, but that “a na- 
tion has long existed and flourished under it.” Such a constitution may 
be presumed to be good, not because, as Mr. Fletcher again remarks, 
it presents ‘“‘a faithful picture of an infallible human reason cast in a 
mould prepared for it by material circumstances” but because its suc- 
cessful operation through a long period of time shows that it is in a 
sense the work of, and hence adapted to, “the peculiar circumstances, 
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occasions, tempers, dispositions, and moral, civil, and social habitudes 
of the people. . . . . It is a vestment, which accommodates itself to the 
body.” It is not the case that the doctrine of prescription, for Burke, 
implies that “‘legislators had always acted in the full light of reason and 
had thus given to written law a solidity and permanence that brooked 
no change.” The issue, for one thing, hardly concerns written law at 
all, and certainly not written law conceived of as the deliberate crea- 
tion of individual legislators. Nor does Burke argue that change in the 
basic political laws of a nation is never justifiable except as a conse- 
quence of a radical alteration in the physical circumstances under 
which the people live. The criterion of all political devices for him is 
expediency interpreted as ‘‘that which is good for the community, and 
good for every individual in it”; and he is always concerned that, in 
the judgment of what is expedient, account be taken not merely of 
temporary conditions but of what experience and history teach us con- 
cerning ‘‘what has been found expedient or inexpedient”’ in relation to 
the fundamental circumstances, dispositions, and habits of the people. 
But these may change, and when that is the case the part of political 
wisdom is to refrain from futile opposition to the transformation of in- 
stitutions which is bound to follow. “If a great change is to be made in 
human affairs,” he wrote in Thoughts on French Affairs (1791), “the 
minds of men will be fitted to it; the general opinions and feelings will 
draw that way. Every fear, every hope, will forward it; and then they 
who persist in opposing this mighty current in human affairs, will appear 
rather to resist the decrees of Providence itself, than the mere designs 
of men. They will not be resolute and firm, but perverse and obsti- 
nate.” 
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German Economy, 1870-1940: Issues and Trends. By Gustav STOLPER. 

New York: Reynal & Hitchcock, 1940. Pp. xx+295. $3.00. 

This is not a history of modern Germany’s economic development 
comparable to the books of Dawson, Clapham, Knowles, or Walters- 
hausen. It is an interpretative essay rather, belonging in the same 
general category with Lamprecht, Sombart, Arndt, and, more recently 
Bruck, but written for popular consumption as indicated by the over- 
whelming space (two-thirds of the book) devoted to the last twenty- 
five years, a disproportionate interest in colorful details, the absence of 
theoretical analysis, and the meagerness of a bibliography which regis- 
ters practically only books in English. The spectacular technique of 
(deliberate?) overstatements is another symptom. But even after a 
generous allowance for such shortcomings, one can’t help but feel that 
the author projects impressions and observations absorbed during his 
stay in Germany (1926-33) backward into the pre-World War (of 1914- 
18) era. Typical in this respect is his emphasis upon the alleged role of 
the banks in Germany’s industrialization (pp. 44-58, 186-88). His 
contention is that ‘‘one of the most powerful stimuli of industrialization 
came from the peculiar banking system of Germany.’”’ The German 
bank “is a combination of commercial bank, investment bank, and 
investment trust, a combination which . ...cannot conceivably work 
otherwise than by the backing of a central bank.”” Bank funds “‘were 
used chiefly for direct, and mostly long-term, loans to industrial and 
commercial enterprises . . . . and for industrial promotions.” “In con- 
sequence, the banks had substantial holdings of stocks and bonds of 
industrial and commercial companies permanently in their portfolios.” 
“The banks participated directly in the management of industries” 
and “had their hand in almost all promoting and developing activities.” 
All this is called essential to the dynamics of German economy “in 
contrast to America and England.” “Another fundamental feature of 
the German banks was the leading role they played in the economic and 
political expansion of Germany outside her own frontiers.’”' 

* Stolper seems to attribute “these [German] ideas on financing industries” to 


“Proudhon’s schemes which left their characteristic imprint on the French Crédit 
Mobilier” (p. 46). Is it possible that he might have rhistaken Proudhon for Pereire? 
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This mythical role of the German banks is the only explanation the 
author offers for the extraordinary vigor of Germany’s industrial- 
ization process before the first World War; even Sombart’s and 
Veblen’s approaches, written forty and twenty-five years ago, threw 
more light on that intricate problem. At any rate, his presentation is 
based on partly overstated observations of post-war conditions and is 
entirely false as a generalization. To begin with the alleged Reichsbank 
backing, it became inevitable after the inflation, when shortage of 
capital drove the “‘market”’ into the central bank, but it practically did 
not exist before. The Deutsche Bank, e.g., was only twice in its forty- 
four years previous to 1914 in debt to the Reichsbank, each time in an 
acute crisis. Indeed, there was not much backing forthcoming from a 
central bank which competed at arm’s length with the commercial in- 
stitutions for deposits as well as for eligible paper; the banks had to 
rely on their own self-liquidating assets and on the money markets of 
Paris, London, Amsterdam and Zurich. Stolper may have confused 
the “‘handing-in”’ of bills for collection with genuine rediscounts: the 
Reichsbank used its nation-wide setup of branch offices to develop a 
cheap system of collections, widely utilized, a short time in advance of 
maturities, by the banks. 

Nor did German banks (before 1914) either hold industrial securities 
in their portfolios, unless as collateral, or “promote’’ new industries to 
any important extent; the latter contention had been refuted more than 
two decades ago in a thoroughgoing study of the Griindungsgeschdft by 
S. Wolff. Stolper merely repeats current misconceptions originated by 
the socialist propaganda about the fabulous (and nebulous) Finans- 
kapital, but a serious student of the literature’ could scarcely confuse 
the German technique of inventory financing—different from American 
commercial loans and English advances in theory rather than in prac- 
tice—with long-term finance. Industrial board memberships of banks 
did not mean as a rule ‘‘control,”’ but the necessary influence to secure 
the customer’s account, including the privilege of such services as 
syndicate leadership in the marketing of securities. Just like others, 
German banks found themselves time and again in the entirely un- 
desired possession of enterprises, when credits froze and could not 
be unloaded in the stock and bond markets. German bankers, just 
like others, indulged occasionally in dangerous and even in illegal 
ventures; but the supermen to run all kinds of industries did not 


2 Cf., as an example, F. Somary’s well-known Bankpolitik (Tiibingen, 1915). 
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appear before the inflation. The banker’s own business demanded a 
turnover rate not compatible with long-run entanglement in speculative 
security holdings, to say nothing of the dire necessities of liquidity 
which are ignored by Stolper. (Incidentally, he overlooks the most im- 
portant reason for the expansion of branch banking in Germany: the 
fact that leading provincial institutions like the Leipziger Bank and 
the Schaaffausensche Bankverein got entangled in industry and had to 
be absorbed or liquidated by more conservative competitors.) Further- 
more, German banks did not develop anything resembling invest- 
ment trusts until after the great inflation. They did not even pos- 
sess bond portfolios; in this respect they were similar to the French 
banks and more “‘commercial’’ than either the English or the American 
institutions. Stolper also seems to ignore the fact that the security 
affiliates of American banks functioned just about like the security de- 
partments of the Berlin institutions; that “imperial” and “foreign” 
banks as well as acceptance houses and other financiers did for 
England’s foreign trade (with the backing of the London deposit 
banks) what German banks did for theirs; and that English and Am- 
erican banks cannot be thrown into the same basket to be contrasted 
with the German banks. It is needless to go into further detail. 

The misunderstanding of German banking may be due to Stolper’s 
general tendency to make Hitlerism appear as the ultimate outcome of 
an artificially bolstered and controlled economy. ‘“The trend toward 
Statism that pervaded the whole of German history [?] after the resur- 
rection of Germany under Prussian leadership had reached its climax. 
The state owned the banks [?], the banks owned and controlled busi- 
ness [?], business controlled the jobs, . . . .” (p. 20). The theme is more 
cautiously enunciated in the Preface: “This book . . . . will disclose in 
every chapter, up to the very end, an amazing continuity of the under- 
lying trend, the ascendency of the state over the economic life of the 
nation” (p. xi). At best, this is another backward projection of post- 
war developments. It is repeated, curiously enough, in connection with 
the co-operative movements which were per se anything but inter- 
ventionist schemes: “Thus Germany, as long ago as the last decade 
before the World War . . . . developed the basic features of an economic 
system very different from the so-called classical liberal system ....” 
(p. 92). But Stolper has to admit repeatedly that “when Germany 
entered the war, her economic life was intrinsically free, built on liberal, 
capitalistic principles ....” (p. 110). What then remains of the al- 
legedly “different” system of imperial Germany, the continuity of 
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which was to be disclosed in every chapter, is the author’s assertion 
that Germany economy was “much more interspersed with govern- 
ment regulations than in the western countries” (ibid.) As a matter of 
fact, no continuity of an é¢atist trend is disclosed, and there was before 
1914 no such continuity, but a misleading impression is created by 
registering numerous alleged and real forms of government interven- 
tion without proper evaluation of their relative importance and with- 
out comparison with simultaneous developments in other countries. 
The author shares the current misconception that Wilhelminian Ger- 
many (“measured by the standards of the Western world” [pp. 12, 202)) 
was a leading “authoritarian” or interventionist country filled with 
“‘mercantilistic spirit” (p. 84), ignoring the fact that France was not 
only the breeding ground of modern “social engineering” ideas (since 
Saint-Simon) but also of neo-mercantilist practices such as high tariffs, 
export bounties, sabotage of the most-favored-nation clause, govern- 
mental control of the capital market, large-scale subsidies to agriculture 
and shipping, public works tossed to pressure groups, state monopolies, 
etc.’ But it is impossible to argue with Stolper since his idea of what 
constitutes interventionism, as against a “free capitalism,”’ remains 
undefined and vague. He subsumes not only semipublicly managed 
utilities, but also voluntary associations, such as kartells, co-operatives 
and trade-unions, with or without monopolistic character, among the 
“‘very different” features produced by imperial Germany. Wouldn’t 
utility-rate-regulating bodies and bank examiners as well as big corpo- 
rations, to say nothing of trusts, fall, by the same token, into the 
noncapitalistic category? By that token, the United States was before 
1914 more “authoritarian” than almost any European country. 

The best part of the book is the concise and pointed presentation 
(pp. 95-130) of the wartime economy (1914-18). But the author’s 
chief concern is with the Weimar Republic; much of the discussion 
about the pre-war anticipates post-war developments. For the Weimar 
period Dr. Stolper treads on a path with which he should be thoroughly 
familiar and none of the dilettantic errors mentioned in the foregoing 
disturb the impressive presentation of the major economico-political 
course of events. But the interpretations involve numerous oversights, 
exaggerations, and errors of judgment which are no better for the fact 
that they enjoy wide circulation. Most of the misinterpretations can 

3 It may be noted that Dr. Stolper attracted great attention in Germany during 


the depression with a spectacular oratorical and press campaign—to introduce a 
state monopoly of tobacco on the Austrian-French pattern. 
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be brought under one denominator: the attempt to whitewash the 
republican, and especially the Briining government (which Stolper had 
closely supported). They appear—in his presentation—as innocent 
victims of circumstances. The inflation, e.g., is blamed in part on the 
Allies, and in part on “profiteers” like Stinnes, without a word of 
critical implication about the reckless financial policies of governments 
which freely used the printing press to silence pressure groups. Stolper 
mentions that “‘the Government had to throw millions upon millions of 
marks into the laps of those reactionary enemies of the Republic,” 
namely, the Junkers, but has no better explanation for this alleged 
compulsion than such tales as the social-democrats having been 
more interested in urban than in rural problems, etc. (pp. 183-85). 
Nor did Briining fall because the Junkers appealed to the “‘kindred 
feelings of the Reich President” (Hindenburg) against resettlement of 
their lands. The “resettlement” of other than practically worthless 
land did not amount to much, and the soft spot in Hindenburg’s heart 
had to do with Briining’s reluctance to raise further the exorbitant 
agrarian tariffs and subsidies of which Hindenburg himself was a 
beneficiary. Stolper prefers to sidestep the unpleasant chapter of the 
Republic’s agrarian protectionism in a few noncommittal lines (p. 210). 
It was developed with bureaucratic virtuosity, especially by Briining, 
who bolstered foodstuff prices in the midst of the great depression and 
lowered wages simultaneously. This was part of a general policy to 
protect specific vested interests against the impact of the depression, 
including the “‘bailing-out”’ of the Stahlverein (steel trust) and of the 
savings banks as well as of the big banks, and the reduction, by decree, 
of the interest burden of the Junkers to the disadvantage of foreign and 
home creditors. Import quotas and other devices to protect particular- 
ly the “heavy” industries belong in the same chapter—“corrupt” 
democracy. Instead of pointing out these facts in connection with the 
interpretation of the Weimar Republic’s character, that system is 
treated with a friendly benevolence which contrasts with the critical 
tone accorded to pre-war Germany. Briining in particular is covered 
by apologies and is presented as the hero of a classical-minded deflation 
policy. On the other hand, this “deflation” (conceived as an arbitrary 
policy) is said to have been “one of the strongest contributing factors 
in the downfall of the Republic” (p. 194). The truth is that Briining 
marshaled all sorts of protectionist devices to stop the fall of certain 
prices, and almost universal moratoria as substitutes for monetary 
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manipulation, at the same time shifting the burden of the depression 
on the creditors and on politically powerless economic groups. 

The section on Nazi economy (pp. 229-71) follows conventional 
lines. The penetrating analyses of the Ankurbelungs-Politik (reflation 
policy) of 1933-37 by C. W. Guilleband and by K. E. Poole are com- 
pletely ignored—even in the Bibliography—and the essentially mili- 
tary nature, from the outset, of that system is apparently overlooked. 
Stolper relies for his presentation on Nazi statistics destined for propa- 
ganda but is severely critical of the dictatorial system. The result is a 
sentence like this: “While [under Naziism] the position of labor as a 
class has undoubtedly [?] been improved, the status of an individual 
worker or employee has virtually degenerated to serfdom” (p. 270). 
Something must be doubtful about an analysis which permits such a 
contradiction between the individual’s situation and the position of its 


class. 
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A History of Economic Ideas. By EpMUND WHITTAKER. New York: 
Longmans, Green & Co., 1940. Pp. xiv-+766. $4.00. 


In content Professor Whittaker’s volume seems to the reviewer defi- 
nitely to surpass any previous work in this field. From the standpoint 
of scholarship it is impressive for its judicious balance between the ex- 
tremes of exhaustive erudition, on one hand, and the inevitably more 
or less individual selection of authors, works, or topics for elaborate 
treatment, on the other. The selection of what is characteristic and 
what is relevant seems to be excellent, and the use of quotation and 
paraphrase both judicious and skilful. And perhaps the most con- 
spicuous feature of the work is the author’s distinguished success in the 
extremely difficult task of making such a large block of summary and 
running comment interesting to read, with scarcely any use of the 
usual devices of striking phrase, anecdotal and human-interest ma- 
terial, or the display of wit, especially satire. 

A more solid merit still is the relation which is maintained between 
exposition of the doctrines of others and the author’s own position, as 
indicated by critical observations. The author’s position seems to be 
about the ideal for a writer of a history of doctrine. The ideas of earlier 
writers are expounded in the light of a conservatively critical but 
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extremely catholic attitude on the part of the author. Obvious errors 
and weaknesses, as seen from the standpoint of modern discussion, are 
freely but unostentatiously pointed out. One finds no trace of any effort 
to use the statements of others as a foil for propagating any system or 
doctrinal predilections of the author himself. In this regard a reader 
inevitably notes a contrast between this book and the recent History of 
Economic Thought of Professor Erich Roll, a veryable performance in its 
own way but obviously written around the main purpose of promulgat- 
ing the theoretical doctrines of Marxism—though happily not its 
revolutionary program. 

Of course the foregoing observations mean, for one thing, that the 
general “position’’ of Professor Whittaker is similar to that of this re- 
viewer. A few differences may be noted, along with the cheerful ad- 
mission that, objectively speaking, they are to the credit of Professor 
Whittaker, or at least in his favor as a writer of a textbook on history 
of doctrine. He is more inclined to what might be exaggeratively called 
“ancestor-worship.”’ He is apt to find insights and anticipations of 
later doctrines in statements which, in his place, I would probably 
characterize as lapses into common sense, inconsistent with the “the- 
ory” of the author under discussion, and would attribute to the fortu- 
nate circumstance that it is very difficult for a system-builder to be con- 
sistently wrong. An extreme example is our author’s characterization 
of Ricardian rent theory as ‘“‘unassailable,” “granting the assumptions 
that writers like Ricardo and Malthus made....” (p. 503). This 
characterization seems to me unjustifiable, particularly in view of two 
facts: (a) that the very essence of the theory, in the minds of the 
authors named, was an antithesis between land rent and other dis- 
tributive payments which has long since been recognized as completely 
unreal; and (6) that land superiority, quality or grade, as defined by the 
classical writers, carried no presumption that “better” land would 
rent or sell for more per acre than “‘poorer” land (except at the margin 
where quality is zero). Along similar lines I could point out that Pro- 
fessor Whittaker’s discussion of many fundamental concepts and prin- 
ciples, such as utility, cost, and especially ‘‘abstinence,”’ fails to recog- 
nize fundamental confusions in the historical treatments, and hence 
to bring out ultimate issues. But, as suggested, I am not saying that 
these are blemishes or demerits in a history of economic ideas designed 
for general textbook use. 

One exception, however, ought, I think, to be made. This has to do 
with Whittaker’s acceptance of self-interest, or, more specifically, of 
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“selfishness’’ (pp. 727, 741, et passim) as the fundamental character of 
economic motivation, both in the minds of the classical economists and 
in fact. Economic interest is even, by implication, restricted to “bodily 
wants” (p. 726). The uncritical psychology and careless exposition of 
writers of a bygone age surely ought not to be allowed to obscure the 
fact that the point of view of economic analysis is to take men’s wants 
as they are, without moralistic or other criticism, but with no implica- 
tion that they are selfish, or material, in contrast with any opposed 
quality or characteristic. In my judgment, a soundly critical examina- 
tion of the status of Senior’s famous ‘“‘four elementary propositions” 
would lead to conclusions very different from those given by our author 
(on p. 742), but this is not the place to raise such issues. 

More serious questions regarding Professor Whittaker’s history arise 
in connection with its arrangement and its scope. The order of the 
subject matter is by topics, which are treated in sixteen chapters, 
varying in length from twenty pages (chap. xiii, on profits) to eighty- 
three pages (chap. ii, on wealth and human industry, and chap ix, on 
value). Not merely does each chapter begin with the ideas of the primi- 
tive savage and come down virtually to the dernier cri but the early 
sections typically give a brief institutional history of human society 
from the standpoint of the particular topic. And, in addition, the first 
eight chapters of the book deal primarily with these matters of institu- 
tional and general intellectual history, so that we are over halfway 
through it (p. 404) before we come (chap. ix, on value) to the main sub- 
ject matter which one expects to find in a work, and particularly a 
textbook, with this title. As to the merits of this material, I do not 
wish to be misunderstood; I consider it both good of its kind and ex- 
ceedingly important for the education of the modern student of eco- 
nomics. On the other hand, I have more doubts about the wisdom of 
extending a history of doctrine to include current or near-current work, 
and especially the discussion of current political issues, such as the 
treatment of price control in the chapter on value (pp. 477-83). 

The main issue to be raised centers in the order of presentation and 
organization of the material. In the first place, particularly in view of 
the size of this volume and the rather intensive reading which is re- 
quired by the student to “get’’ such material—and the heterogeneous 
and often brief, not to say somewhat superficial, character of the 
courses in which such a book would be useful—it would seem that such 
material might have been more effectively segregated and also pre- 
sented in smaller and more self-contained blocks; this would give in- 
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structors more freedom of selection where it may be impracticable to 
assign the book as a whole. If this were done, at the beginning of the 
volume—or possibly even in a separate volume—a certain amount of 
summary repetition, in connection with the topics which more definite- 
ly belong to the conventional history of doctrine, would be in order, 
and would do no hurt in any case. 

The more obvious question arises in connection with the topical 
treatment of the main ‘“‘economic-theory”’ content, as against a chrono- 
logical order, centering around the main writers. Professor Whittaker 
has not convinced the reviewer that it is advantageous to substitute 
topical treatment in this extreme form for the more conventional 
arrangement. This is particularly the case because the author has also 
found it impossible to keep the topics themselves distinct, as would 
naturally be the case. There is a great deal of cross-reference to other 
chapters in the treatment of individual topics, perhaps especially in 
the case of interest (chap. xi). In this connection the reader would have 
been aided by certain mechanical helps, which are absent. The cross- 
references are usually given by the number of the chapter only, and the 
chapter numbers are not printed at the head of the page. Reference by 
pages would certainly be helpful, and a much fuller topical analysis 


could have been given in the Table of Contents. As the book stands, 
it is difficult to use in any way except consecutive and careful study, 
and even that does not obviate the difficulties mentioned. In particu- 
lar, it is too bulky for a survey, to be used along with any considerable 
reading of the sources. 


FRANK H, KNIGHT 
University of Chicago 


National Income in the United States, 1799-1938. By Roxpert F. 
Martin. (“National Industrial Conference Board Studies,” No. 
241.) New York: National Industrial Conference Board, Inc., 1939. 
Pp. xv+146. $3.50. 

National Income in the United States, 1799-1938, by Robert F 
Martin, one of the contributions of the National Industrial Conference 
Board, is an ambitious study of the income received by the people of 
this country throughout the period since the beginning of the past 
century. Using the Board’s well-known data for recent years and those 
of King and Kuznets for the somewhat earlier period, the best available 
data have been assembled on an annual basis for the period back to 1900. 
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From that year backward, estimates have been projected on a decen- 
nial basis to 1800, using the Census and any other material that has 
proved available. 

All these estimates are divided into classifications based upon the 
major industrial groupings of our national economy, such as agriculture, 
manufacturing, transportation, etc. Supplementary estimates are also 
made of the disbursements of government. Another classification is 
made distinguishing between salaries and wages combined, entre- 
preneurial income, dividend income, interest on private long-term 
debt, and net rents and royalties. 

While the reader might assume from the opening paragraph that 
the measurement of income was to be a “‘picture of the actual goods and 
services that the people of the country have gotten,” this study does 
not present this picture any more than do other studies of national 
income. It does present estimates of the monetary disbursements to 
individuals by each of the major economic production agencies and by 
government. Thereby it purports to give a statistically net picture 
of the spending capacity of the people. Giving no estimate of savings, 
it does not show the purchase of goods by individuals nor the net 
capital expansion of corporations. Perhaps a more important diver- 
gence from a count of the national consumption of goods and services 
appears in the intentional omission of goods and services produced 
for the direct use of the producers or their families. In the heyday of 
the twenties, this may have been an unimportant part of our economy. 
A century ago, however, the typical farm produced a very important 
part of what the family enjoyed. Apparently none of these homemade 
satisfactions is included in the figures given in this study. This appears 
to be the major reason that, whereas transportation and communica- 
cation are credited with 24 per cent of the income in 1799, agriculture 
is shown as supplying but 39.5 per cent of the “realized private pro- 
duction income,” in spite of the fact that about three-quarters of the 
population were then engaged in agriculture. 

An important kindred item which should be kept in mind by the 
reader when tracing changes in the welfare of our economic groups is 
also consciously excluded, the “changes in the value of assets or prop- 
erty held” are not counted. Automatically, wages in speculative 
business or in real estate business based upon even unearned incre- 
ment in land values is undoubtedly counted in every income study. 
Increment in value of farm or railway land, however, even when based 
upon laborious work in physical improvements and the creation of 
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workable economic relations and indispensable organization, seem 
never to be included, although they are a very important part of the 
“actual goods and services that the people of the country have gotten.” 
The statistical problems involved in such practice might, of course, 
be insuperable; and increased valuation based merely on scarcity gives 
no true national income, no matter what effect it has on group spending 
power. What part of such increments in value are earned and what 
unearned would, perhaps, need to be determined before they could 
logically be considered. However, the changes in the value of farm 
lands since 1900, and particularly those since 1919, no matter what 
their economic basis, have had a profound effect upon the economic 
well-being of large numbers of our farming population; the changes 
in capital values in general have seriously affected all economic groups 
during the past decade. Studies of the changes in the income of 
economic groups which fail to account for such important disturbing 
factors present an incomplete picture. 

In what he has included, and what he has excluded, Dr. Martin has 
followed the established practices of the leading income experts. 
Comment thereon is necessary, however, for the information of readers 
not well versed in this special field who might assume that a complete 
picture of the economic status and spending capacity of our industrial 
groups is fully displayed. Perhaps one of the real values in this study 
may be the light which is shown by the application of the conventional 
norms of the small group of national] income experts to such a sweep 
of history; this economic technique is subjected to the light of other 
historical research. This light may show that the conventional con- 
cepts of those now studying national income need modification. We 
might venture a hope that sometime Dr. Martin may find an oppor- 
tunity to supplement this conventionally measured study with other 
estimates which may possibly help the more ordinary economist to 
measure the real conditions of the world in which he lives. 

No other regularly published studies are available with which to 
compare this work in the historical period for which it makes its dis- 
tinct contribution. Some years ago Mr. Carl Snyder, assisted by Miss 
Lucile Bagwell, made less elaborate estimates which were published 
only in chart form. Dr. Martin’s findings indicate a very much higher 
income level in the first half of the past century than do the Snyder- 
Bagwell estimates. The year 1810, covered by both studies, is shown 
by the latter as having a total national income of only $445,000,000, 
whereas Dr. Martin’s study shows $915,000,000 for the year 1809. 
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Accordingly the per capita income in dollars of constant purchasing 
power is shown as only being multiplied three times from the beginning 
of the past century to the year 1929, whereas the Snyder-Bagwell data, 
as fitted to later well-known data by the writer, show an increase of 
about five-and-one-half fold. Another outstanding difference between 
these studies is that, whereas the latter combination of data shows a 
distinct flattening-out of per capita constant purchasing power dollars 
in the Civil War and World War of 1914-18 periods, Dr. Martin’s 
data show an extreme drop at the Civil War and a continuation of 
the upward trend throughout the World War of 1914-18. 

Students of the economic history of this country will welcome this 
excellent contribution to the field from an entirely new point of view. 
Its charts make it easy to grasp. The care taken in presenting per 
capita figures deflated by changes both in the general price level and 
in the cost of living make it readily usable. An extensive appendix 
covering sources and methods will help the statistician. It should be 


given wide use. 
RoBERT J. McFAui 


Riverside, Connecticut 


Eastern Workingmen and National Land Policy, 1829-1862. By 
HELENE SARA ZAHLER. (“Columbia University Studies in the 
History of American Agriculture,” No. 7.) New York: Columbia 
University Press, 1941. Pp. x+246. $2.25. 


For some years historians and economists have carried on a rather 
spirited controversy over the question as to the interest in, and in- 
fluence of, organized labor over the disposition of the public domain. 
The question, in fact, has assumed several forms, among which the 
principal ones are: Did the West serve as a safety valve for a redundant 
population in the older states? Did laborers to any great extent go 
West and occupy the new lands? Did the laborer, in particular, de- 
mand that land should be free in order that he might settle upon it as 
an alternative to the wages offered by his employer? 

As to the first of these questions, that of the safety-valve service 
of the wilderness, there can be no doubt. There was a constant stream 
of people making their way to the West for more than a hundred years 
after the Revolutionary War. Had there been no extensive West, 
there would have been much more congestion in certain spots than 
actually did occur. That the outlet to the West resulted in essentially 
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higher wages than otherwise might have obtained is not so clear. The 
rewards in the West were for many years not great, and such congestion 
as there was in the East held wages, much of the time, at a pretty low 
level. It makes little difference with respect to the influence of the 
West on the wage level, however, whether it was the wage-earner who 
went to the frontier or whether it was the excess population from the 
purely agricultural groups which went, since the latter were strong po- 
tential competitors for town and city jobs whenever wages were at all 
attractive. 

Did the laborers actually go West to take up free, or cheap, land 
to any considerable extent? On this question there have been many 
statements made, most of them based on little enough evidence. No 
one has made a convincing study on this point, and a convincing study 
would be no easy undertaking. Such records as there are seldom convey 
any final information as to the previous occupation of the emigrants 
who bought land either from the government in earlier years, or from 
the speculator who intervened, or who settled on homesteads. Of 
course, there were many craftsmen making their way to the new settle- 
ments—carpenters, blacksmiths, and masons. That the mill-operatives 
ever went West to avail themselves of the chance to get cheap or free 
land has never been proved, though often asserted. 

Dr. Zahler declares repeatedly that the National Reform Associa- 
tion, founded and fostered by George Henry Evans, was the main 
source of inspiration and moral force which kept the homestead meas- 
ure alive during a decade or two preceding its passage through Congress 
and veto by the president in 1860. Mr. Evans was a believer in the 
natural rights of man, including a right to a piece of land. He wanted 
the land to be made inalienable. Mr. Evans succeeded in gaining a 
considerable following, including Horace Greeley and a few members of 
Congress. He seemed to have had very little influence in politics; was 
not a power among labor organizations; showed no evidence of knowing 
much about farming. What he was guided by was a belief that “‘social 
security” and “land” were synonymous terms. 

The claim that Evans had been a power in the passage of the Home- 
stead Bill of 1860, based on the language of Buchanan’s veto message, 
is neither convincing nor impressive. Mr. Buchanan was destined to 
veto the measure. He needed an excuse for doing so and, in grasping 
desperately for such excuse, fell upon the radicalism not of the bill but 
of isms which had been associated with it in its earlier years. 

The pioneer had always wanted free land. It came by degrees. 
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First, a lower price; next pre-emption (which was the occasion of some 
fraud, no doubt, but probably a hundred thousand farms were ob- 
tained through it, and they were usually one-quarter section in extent, 
not three); finally, the homestead. The ever readiness of the West to 
support the homestead proposals; the persistent, powerful persuasion 
of Thomas Hart Benton, with much able assistance; the rapidly increas- 
ing political strength of the West—together these meant that the 
homestead consummation was merely a matter of time. Moreover, the 
great mass of the people, interested personally and vitally, were not 
concerned over inalienable grants of land. They unquestionably, as far 
as they understood and considered the two possible types of land owner- 
ship, preferred the fee simple. They expected land to rise in value even 
more rapidly than it did, and they craved the privilege of freedom to 
enter the market either as buyers or as sellers. This view fitted in with 
the spirit of the age, as the proposed inalienability did not. The latter 
idea is left for us to struggle with in connection with rehabilitation, 
tenant purchase, and the rest of the present unknowns. 

While Dr. Zahler gives a considerable account of the history of the 
public lands, there are many statements and inferences which cannot be 
taken at face value without more argument and evidence. For example, 
“land monopoly” is mentioned many times, yet just what “land 
monopoly” means is left in as nebulous form as it was before. She says, 
for example (p. 193), that “incipient land monopoly existed.” What 
hindered its fruition? Surely not the Homestead Act. Again speaking 
of monopoly, she says that it would “establish a landed aristocracy. 
Inevitably, such an aristocracy must destroy American institutions and 
end the political liberty of the workers.”” Even so, the militant action 
of the workers has persistently been pitted against other strongholds 
than that of a land monopoly, or a landed aristocracy. Yet the landed 
aristocracy, incipient or actual, could hardly be said to have been 
eliminated by the eastern workingmen and the influence of the Nation- 
al Land Association. 

Speaking of large grants, the author says: ‘Much of the best land 
in these grants became part of large holdings.” Quite so, and many 
homesteads became parts of large holdings, and many large holdings 
were dissolved into smaller units. The statement was apparently in- 
tended to carry more weight than, unsupported, it is able to do. 

In spite of rather obvious faults, and especially in spite of what 
seems to be an exaggerated view of the influence of Mr. Evans and his 
National Reform Association, Dr. Zahler faces the facts on several oc- 
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casions and all but admits that the interest of the worker in the western 
lands, or his influence in changing the system, are both in doubt (p. 
181). The attitude of the laborer of a century ago may have been one 
of indifference as implied by the author in the following sentences: 
“Organized labor did not protest against the claim of land reformers 
to be its spokesmen If the ‘pure and simple’ trade unions that took 
on new life in the fifties did not demand Homestead, neither did they 
oppose it Workers rarely speak for themselves, and their spokes- 
men are not often really representative” (pp. 182-83). Admitting that 
the demands of the National Reformers failed of inclusion in the Home- 
stead Act is strongly suggestive that the author concedes a negative 
conclusion of the main thesis. Perhaps we do not need to know just 
what part organized labor played in determining our public land poli- 
cies; after the appearance of this volume, the knowledge is still 


inferential and doubtful. 
B. H. Hrpparp 


University of Wisconsin 


American Farmers in the World Crisis. By Cart T. Scumipt. New 
York: Oxford University Press, 1941. Pp. xi+345. $3.00. 


This is a useful book, It describes the conditions which gave rise to 
the action programs looking toward the solution of the farm problem 
after the World War of 1914-18. This problem arose out of a sudden 
change, in 1921, in the ratio at which farm products and city products 
were exchanged. Since this ratio affects primarily the commercial farm- 
er, a remedy aimed at restoring the purchasing power of farm products 
would inevitably benefit farmers in proportion as they produce for the 
market. However, when the A.A.A. got under way, it was found that 
nearly half the farmers produce little for the market and hence receive 
little benefit. It is true that these farmers were not so much affected by 
the depression, but their level of living has long been lower than that 
of the commercial farmers. Hence, when aid was granted to the com- 
mercial farmers, it was inevitable that the long-standing ills of the sub- 
sistence farmers would need to be considered. 

This book deals with programs for both these classes of farmers— 
with the A.A.A. and the F.S.A., as well as with other phases of the New 
Deal program which influence the welfare of the farm population. 

Chapters iv and v deal with the agricultural adjustment programs as 
they function under the laws of 1933 and 1938 and with the soil-con- 
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servation program initiated in 1936. Chapter v includes also a brief 
discussion of miscellaneous programs which affect the farmers. This 
discussion mentions the Wage and Hour Act, the rider to the 1933 
Adjustment Act which gave the president power to inflate the currency, 
and the Rural Electrification Administration. Chapter vi deals with 
the federal farm loan system under the new management of the F.C.A. 
Chapter vii is entitled “Saving Human and Soil Resources.”’ Besides 
covering the soil-conservation program, this chapter gives especial 
attention to the activities now included under the Farm Security Ad- 
ministration. The grants-in-aid, the rehabilitation loans, the tenant- 
purchase system, and the resettlement activities are covered briefly. 

The best part of the book is chapter viii, “Benefits and Burdens of 
Farm Relief.” This, in my opinion, is about as good a job as could be 
done in sixty pages at this stage of our knowledge of the effect of the 
action programs upon agriculture. The impacts of these action pro- 
grams need to be studied at greater length, with a view to pointing the 
way to better laws and better administration. 

The second and third chapters, “Markets and Machines” and 
“Farmers in Politics,” set the stage for chapters iv—viii, which contain 
the heart of the book. Unfortunately, this part of the book carries the 
marks of efforts to make it popular. The cartoons are irrelevant. Chap- 
ter i also shows signs of an effort to popularize. 

Judged superficially on the basis of the first chapter and the car- 
toons, this book would, in my opinion, deserve a place in the waste- 
paper basket; but, judged on the basis of the author’s sincere and solid 
work in the body of the book, it ranks high in the field of current litera- 
ture relating to agriculture and progressive legislation. The book fails 
to discuss an alternative attack upon the farm problem—a return to 
competitive prices and wages in the industrial and commercial fields so 
that farmers may continue the system of free enterprise. 

In spite of its faults, this is a useful book which should be read by 
businessmen, labor leaders, and thoughtful workmen as well as by 
farm leaders and thoughtful farmers, Those who carry on research and 
educational work in the social sciences should read it to broaden their 
horizons and to achieve a better perspective in their special fields. Mr. 
Schmidt’s book deals with problems of the political scientist, the 
sociologist, the anthropologist, the geographer, and the historian as 
well as with problems of the economist. When this book has done its 
work, we shall hope for a better one based upon research yet to be 
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done. In the meantime, real credit is due C. T. Schmidt for writing so 


useful a book. 
Henry C. TAYLOR 


Farm Foundation 
Chicago, Illinois 


The Wheat Economy. By G. E. BRItNELL. Editor’s Preface by H. A. 
Innis. Toronto: University of Toronto Press (Chicago: University 
of Chicago Press], 1939. Pp. xvi+259. $2.50. 

This book may be considered as an exhaustively documented sum- 
mary of the case of the Prairie Provinces before the Royal Commission 
on Dominion-Provincial Relations, Canada 1938-39. The findings of 
the Commission will deal with the problems of fitting diverse regional 
economies into a federal system. Dr. Britnell’s study of the wheat 
economy of Saskatchewan reveals in detail what has happened to the 
soil, the people, and the institutions of a pioneer area adjusting itself to 
the consequences of exploitation, overoptimism, and a world-war, only 
to receive a devastating shock from drought and depression. 

His thesis is that ‘“‘the income of the Province of Sasketchewan de- 
pends fundamentally on the volume, price, and to a lesser degree the 
grade of its exportable staple, wheat, and is extremely variable.” He 
claims further that “standards of living in the wheat economy of 
Saskatchewan have been depressed by overhead costs, recurring 
cycles of drought, specialization in wheat, and dependence on prices 
determined in export markets.” 

There are no serious omissions of fact or reference bearing on the 
wheat economy of Canada. This reviewer misses, however, references 
to the studies made of the great plains area by American economists, 
particularly the revealing investigations of the National Resources 
Board. Readers would also have been immeasurably helped if the 
principles of “limits and optima” as applied to wheat, which have been 
so clearly outlined by O. E. Baker of Washington and M. K. Bennett 
of Stanford, had been restated in this study and applied to the Cana- 
dian situation. 

Students of agricultural policy will find this book contains brief but 
adequate descriptions of Canadian programs for debt adjustment, farm 
relief, and rehabilitation in the drought area. 

Minor conclusions are scattered all through the last chapter on 
“Rehabilitation.” It is stated that individual and group action will 
still be important, but the morale of the people is low. The efficacy of 
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land-use programs receives slight treatment, although the evils of past 
settlement policies and present distress in submarginal areas are the 
foci of much analysis throughout. Settlement north of the park belt 
has brought some relief, but new ills. Diversification of income and 
the maintenance of calamity reserves of feedstuffs and funds “leaves 
the central problem of the majority of prairie wheat growers virtually 
untouched” (p. 234). 

The author concludes that there is no simple solution but that “it 
should be possible to discover a more orderly solution by making use 
of the broader and more stable economic base afforded by the Domin- 
ion” (p. 240); and, “for the experience of the last ten years has shown 
that the Prairie Provinces cannot maintain through periods of eco- 
nomic depression and crop failure the minimum standards of social and 
community services which all by common consent consider appropriate 
to Canada” (p. 238). Critical readers may doubt if there is such com- 
mon consent in Canada. 

Professor Britnell has succeeded in writing a book that both the 
general reader and the professional economist will find interesting, 


instructive, and challenging. 
H. C. Grant 


University of Manitoba 


Business Cycles in the United States of America, 1919-1932, Vol. II of 
Statistical Testing of Business-Cycle Theories. By J. TINBERGEN. 
Geneva: League of Nations; New York: Columbia University Press, 
1939. Pp. 244. $1.25. 

This volume is part of the extensive League of Nations study on 
business cycles and follows an earlier contribution dealing with invest- 
ment activity." The book is the product of a most ambitious under- 
taking, which has been carried out with great skill from both the 
economic and the statistical point of view. The author has endeavored 
nothing less than the construction of an economic model which should 
take into account all the important factors and economic variables 
influencing business cycles in the United States during the post-war 
period. This is a pioneer study in more ways than one. One is hence 
inclined to overlook certain crudities in economic analysis and possible 
deficiencies in statistical method which probably are unavoidable in 
such an extensive study. 

* Statistical Testing of Business-Cycle Theories, Vol. 1: A Method and Its A pplica- 
tion to Investment Activity (Geneva, 1938). 
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The statistical method used is multiple-correlation analysis. The 
variables are expressed as deviations from a “normal” which is the 
trend. The relationships assumed are mostly linear, and it is claimed 
that this is sufficient because of the well-known mathematical theorem 
that every function can in a certain region be approximated by a linear 
one. The regression coefficients are assumed to be constant in time, 
a condition which is admittedly not strictly fulfilled during the whole 
period. 

The author takes especially into account the danger connected with 
“collinearity” as pointed out by Frisch but does not deal with the 
specific difficulties of time-series analysis. It is the feeling of the re- 
viewer that statistical tests of significance as indicated in the study are 
not without modification applicable to the type of data with which 
Tinbergen deals.* It would be necessary at least to test the residuals 
for randomness and especially to make certain that no bias has been 
introduced; for instance, there should be no positive or negative cor- 
relation between the residuals. The author tries to construct complete 
systems of equations, i.e., he wants to get as many equations as he has 
variables. Lags and other dynamic features are introduced by purely 
empirical methods. All variables but one are eliminated, and the 
result is a dynamic equation. It has oscillatory solutions, and it can 
be used finally for testing different business-cycle theories. 

The first set of equations which forms the model is derived from 
definitional relations. Rather complicated and frequently nonlinear 
relationships between different economic variables are approximated 
by linear functions which, it is claimed, are sufficient for the range in 
question. 

The next set of equations comes from the study of demand for goods 
and services. They are “explained” by other variables which fre- 
quently appear with lags and hence give rise to dynamic relationships. 
It is interesting to note, for instance, that it follows from the statistical 
investigation that the rate of interest is of no great importance for 
investment activity. 

Another part of the model deals with supply or price equations. It 
really gives in one equation the relationships between price and supply- 
and-demand factors, which the author calls “price equations.” The 
study is here very similar to the work of Warren and Pearson. The 
wage rate, for instance, is “explained” as depending upon employment, 

? G. Tintner, “The Analysis of Economic Time Series,” Journal of the American 
Statistical Association, LITI (1940), 93 ff. 
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cost of living, labor productivity, and certain institutional factors. 
The stickiness of wages is expressed by a lag. 

The money and capital markets are the subject of the next part of 
the investigation. The assumption of linearity clearly breaks down 
as far as stock prices are concerned, and it is necessary to introduce 
more complicated relationships which also involve lags. The last part 
of the model deals with income formation. 

This short review can give only a cursory description of the extensive 
model. But in order to see the enormity of the task which has been 
undertaken, it should be mentioned that not less than 20 variables 
referring to capital items, 24 variables referring to incomes and simi- 
lar phenomena, 14 variables referring to prices, 10 variables refer- 
ring to physical quantities, and some others, have been included. The 
amount of calculation carried through is enormous; the period covered 
is 1919-32. 

The imposing system of regression equations is used to deduce at 
least tentatively certain conclusions about post-war American business 
cycles. All variables but profits are eliminated, and a final equation 
in terms of profits is established. The system is studied first under 
assumption of the absence of a stock-exchange boom and hoarding. 
The conclusion drawn from the final equations is that high profits lead 
to high consumption and high investment. Commodity stocks and 
speculative gains are also important. The movement is distinctly 
different in the case of the presence of a stock-exchange boom and of 
hoarding. It seems also that building activity has a cycle of its own, 
which is only loosely connected with the general cycle and seems to be 
more dependent upon the length of life of houses. This leads to fluc- 
tuations of longer periods than ordinary business cycles. 

The conclusions for business-cycle policy drawn from the statistical 
results established are probably among the most ambitious under- 
takings in this book. It is first shown that a complete stabilization, for 
instance, by compensatory public investment, leads to a greater damp- 
ing, i.e., increasingly smaller amplitudes of the business cycles, and 
that the period of the cycle would also be shorter. Stabilization of 
consumption leads to even greater damping. The influence of wage 
rigidity is negligible. Price stabilization leads to an increase instead 
of a decrease of the fluctuations in time. All these conclusions are 
valid only if no stock-exchange boom occurs and are also subject to 
other qualifications. 

Economic policy may also try to influence the coefficients of the 
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regression equations. The coefficients connected with the consumption 
equation are here very important, and the role of stocks of consump- 
tion goods is stressed. The part played by share prices is considerable 
and also the role of dividends and profits. Certain speculative variables 
are important. 

The last part of the study is a critical discussion of business-cycle 
theories (as given in Haberler’s Prosperity and Depression) from the 
point of view of the statistical results established. The preliminary 
character of this appraisa! and the tentative nature of the conclusions 
regarding business-cycle theories are, of course, duly stressed by the 
author. 

As far as monetary factors are concerned, the conclusions are that 
the influence of short-term interest rates is extremely small, and even 
long-time interest rates have only moderate influence. This confirms 
the opinion of Hicks on these matters.’ A certain skepticism is ex- 
pressed toward purely monetary business-cycle theories, as, for in- 
stance, Hawtrey’s. 

Nonmonetary overinvestment theories are considered next. The 
author states that the acceleration principle has not been found to be 
a direct influence on the short fluctuations of investment. On the 
other hand, it is true, as has been claimed by certain authors, that the 
construction period of physical capital is indeed very important. 
Statistically there is no evidence of a systematic lag or lead as between 
consumers’ goods production and producers’ goods production. The 
author also claims that changing costs of production are of very little 
importance. 

The overinvestment theory was not applicable to the situation, 
since there was no full employment of capital goods. The elasticity 
of the credit system which appears in the equations would have made 
it possible to remedy deficiencies of saving by additional credits with- 
out much difficulty. 

The author comes to the following conclusions regarding agricultural 
theories of the business cycle: Irregularities of harvests show them- 
selves in the determination of farm prices and of the general price level 
as well as in consumption, but the influence on the system as a whole 
seems to be negligible. Two contentions of Haberler are confirmed: 
(t) the demand for consumers’ goods as a whole is more stable than 
the demand for all goods, and (2) the demand for consumers’ goods of 


3J. R. Hicks, Value and Capital (Oxford, 1939), pp. 225 f. 
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agricultural origin is even more stable. This result is also confirmed 
by an earlier price investigation of the reviewer.‘ 

The general conclusions on the character of the cycle are according 
to Tinbergen: Depressions are inevitable consequences and necessary 
readjustments of certain disproportionalities which have previously 
developed. Automatic revival from a depression may occur, and the 
recovery from the depths of depression leads to a new boom, and the 
whole cycle starts again. But the author believes very strongly that 
appropriate business-cycle policy could possibly avoid or at least 
lessen the fluctuations. 

We have indicated in the beginning certain qualifications and 
doubts about the study from a statistical point of view. The econo- 
mist, on the other hand, cannot but welcome this great undertaking, 
which has been carried out very competently by Professor Tinbergen. 
We may have some quarrels with him on certain points. I want es- 
pecially to mention the ‘‘price equations” indicated above and the 
conclusions regarding the rate of interest. It seems also that expecta- 
tions and anticipations are not introduced explicity enough, as has been 
indicated by Mr. Keynes in a review of the first part of this study. 
But there is no doubt that Professor Tinbergen’s book will stand out 
as a very courageous and competent pioneer work which brilliantly 
combines mathematical economics and statistics for a study of business- 


cycle phenomena. 
GERHARD TINTNER 


Iowa State College 


An Introduction to Modern Statistical Methods. By Pau R. RIDER. 
New York: John Wiley & Sons, Inc., 1939. Pp. ix+220. $2.75. 
The rapid advance in the theory of statistics, particularly in the 

field of statistical inference, makes it difficult to keep abreast of the 

modern methods of statistical analysis. As a consequence of the rapid- 
ity of the advance, no textbook and few systematic treatises on statis- 
tics are up to date. In order to obtain a satisfactory knowledge of sta- 
tistics the student and the research worker who use statistical tools 
must dig for information in periodicals and piece this information to- 
gether. Professor Rider intends, with his book, to remedy this situa- 
tion. 

4G. Tintner, Prices in the Trade Cycle (Vienna, 1935), pp. 67 f. 

s J. M. Keynes, “The Statistical Testing of Business Cycle Theories,” Economic 

Journal, XLIX (1939), 558 ff. 
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The first half of the book gives an account of the fundamental con- 
cepts of statistical theory. It includes chapters on frequency distribu- 
tions, averages and moments, regression (simple and multiple), corre- 
lation (simple, multiple, and partial), the binomial and normal distri- 
butions. The chapter on the binomial and normal distributions con- 
tains an account of the classical theory of sampling by means of stand- 
ard errors. The familiar tests of significance for means, proportions, 
and correlation coefficients, as well as for differences of them, are ex- 
plained. Also, a very brief presentation of the Gram-Charlier distribu- 
tion (Type A) is included. 

The remaining and most important part of the book is devoted to 
the ‘“‘modern”’ methods of statistical inference. The treatment of these 
methods is based on the approach of R. A. Fisher. It starts with an 
explanation of Student’s distribution and of its use for testing the sig- 
nificance of means, of regression, and of correlation coefficients, and of 
differences of such statistics. Next follows a chapter on the chi-square 
distribution and its application to the testing of the homogeneity of 
variance and of means, of goodness of fit and of contingency tables. 
This is followed by an extensive chapter (forty-frve pages) on the analy- 
sis of variance and covariance. The last chapter is on experimental 
design and gives a brief account of procedures such as randomized 
blocks, the Latin square, confounding, etc., which have been developed 
in agricultural research. 

Each chapter contains a number of exercises for students. The book 
also contains four tables on the normal distribution, one table on Stu- 
dent’s distribution, and two tables on the z distribution. 

Most of the formulas in the book are given without mathematical 
proof. But the logic involved in the use of each formula is explained 
very clearly and thoroughly, so that the cautious research worker who 
is not acquainted with the mathematical background of the formulas 
runs little risk of making serious mistakes in application. The chapter 
on the analysis of variance, however, gives full proof of the formulas 
presented, except of the w (or F) and the z distribution. This is 
probably due to the fact that the formulas of the analysis of variance 
can be deduced by simple algebra while the deduction of the different 
distributions which underlie the modern theory of statistical inference 
requires quite advanced analytical tools. Thus Professor Rider’s book 
is rather a handbook of the tools of modern statistical analysis than a 
textbook or a treatise giving a full development of modern statistical 
theory. Such a treatise is yet to be written. Notwithstanding, Profes- 
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sor Rider’s book is very useful for teaching purposes either as a handy 
summary of the results developed by the instructor or as a first intro- 
duction which gives the student a general view of the methods of mod- 
ern statistics and leaves to further study the filling-out of the mathe- 
matical details. As a handbook of tools it stands out by the careful 
explanation of the logic of each method and successfully avoids the 
danger common to all statistical handbooks, namely, that of degen- 
erating into a mere collection of recipes, into a “cook book.” Besides 
its use as a handbook for students and research workers, Professor 
Rider’s book will prove very useful to all who want to get an insight 
into the modern methods of statistical analysis. 
Oscar LANGE 
University of Chicago 


Principles of the Mathematical Theory of Correlation. By A. A. Tscuup- 
row. Translated by M. Kantorowitscu. London: William Hodge 
& Co., Ltd.; New York: Nordemann Publishing Co., Inc., 1939. 
Pp. x+194. $3.75. 
Although it has always been recognized that the theory of statistics 
is part of the theory of probability, yet until recently almost no books 


have been available to readers without much mathematical training 
in which the fact that statistical variables are random or chance 
variables is systematically exploited. This book, first published in 
1925, was one of the few in which an adequate statement of the prob- 
abilistic nature of statistical variables appeared. Most of the ad- 
vantages of the book derive from that fact and from the completely 
logical discussion of the nature of correlation, which is contained in 
the earlier chapters. The book may be recommended almost without 
reservation as an introduction to the logic of correlation methods. 

In the fifteen years since its publication, however, rapid strides have 
been made in the theory of statistics. Material which, when this book 
was written, was comparatively undeveloped has almost reached final 
form. Distributions of estimates of correlation parameters have been 
obtained. The fundamental problems of estimation and testing hy- 
potheses have been reformulated, and, as a consequence, other than 
intuitive methods are now available for the selection of the tests and 
estimates required by the theory of correlation. Consequently, al- 
though the book should be read for its treatment of the underlying 
thought of statistical methods, its treatment of the present state of 
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correlation analysis is out of date. The value of the book is thus some- 
what lessened, and it cannot be suggested that the book be used as the 
only textbook in a course on the theory and application of correlation, 
since any practical application of the methods learned in such a course 
would require training in methods more recently developed. 

In the first chapter of the book the relations between the mathe- 
matical and nonmathematical theories of correlation are indicated, 
and it is shown that the so-called nonmathematical theory is, on the 
whole, equivalent to an elementary mathematical theory. The funda- 
mental part played by chance fluctuation in the subject matter of both 
types of statistical analysis is demonstrated. The second chapter is 
devoted to an examination of the nature of statistical correlation and 
the differences between causal relations and correlations. Having 
shown in the first chapter that the topics treated differently under 
the name of correlation by different authors are essentially the same, 
namely, the relationships of chance variables, Tschuprow goes on to 
discuss this problem more fully. In chapter iii the author for the first 
time begins to use rather mathematical language, although even yet 
no formulas are used. Various examples are given to show the distinc- 
tion between chance or stochastic relationships and functional relation- 
ships. In the course of this very illuminating discussion it is pointed 
out that the notion of statistical regression is based on the broader 
concept of conditional probability. 

The theory of joint frequency distributions and the parameters on 
which these distributions depend is then presented. The analysis made 
at this point is solely of the fundamental distributions and does not 
depend on the observations. The use of data is taken up in chapter v, 
in which estimates of the parameters of the joint probability distribu- 
tion and certain of the properties of these estimates are given. In 
chapter vi the author indicates the effect of systematic biases of the 
estimates and gives formulas which are free from these biases. Methods 
of computing the limiting variances of many statistics are also given. 
Chapter vii contains a discussion of a test of whether or not joint 
probability distributions vary from experiment to experiment. The 
final chapter is devoted to the examination of certain practical prob- 
lems which were attacked by means of correlation analysis. The 
Appendix contains simple proofs of some elementary mathematical 
formulas. The study includes only the case of two correlated variables. 

The nonmathematical chapters (i, ii, iii, and vii) contain material 
of greater value at present than do the chapters in which some, though 
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not much, use is made of mathematical methods. Thus the book on 
the whole achieves the end for which it was written, namely, the 
“clarifying of the fundamental notions and assumptions in the Calculus 
of Correlation,” and its only deficiencies are those due to the time at 


which it was written. 
WIitiiam G. Mapow 


Washington, D.C. 


Das Ausgleichsprinzip in der Statistik und verwandte Probleme. By 
Kart Marse. Munich: C. H. Beck’sche Verlagsbuchhandlung, 
1938. Pp. 164. Rm. 6. 

Since his first publication on the theory of probability (Natur philoso- 
phische Untersuchungen zur W ahrscheinlichkeitslehre, Leipzig, 1899) a 
generation ago, Professor Marbe has been interested in the analysis of 
the assumptions of this branch of mathematics in so far as its applica- 
tions to statistics are concerned. His main interest has been and still 
is centered around the problem of whether or not in statistical series 
of assumed chance character uninterrupted successions of events of 
certain length, so-called “iterations,” are in accordance with the as- 
sumptions of the theory of probability. 

Professor Marbe has studied tosses of coins, results of roulette, and 
the sequence of male and female births in registration records. His con- 
clusion is that there exists a pronounced discrepancy between the ex- 
pected and observed values, and, therefore, the theory of probability 
is not applicable even to games of chance. In spite of the severe attacks 
by prominent mathematicians and statisticians, particularly by Pro- 
fessor L. v. Bortkiewicz (who devoted his famous monograph, Die 
Iterationen, Berlin, 1917, almost entirely to the problem of sequences 
of the Marbean type) Marbe adheres to his original interpretation of 
the theory of probability in his newest publication—the fifth on the 
same topic. The reader, however, will look in vain for a convincing 
proof of his so often repeated statements. 

According to Marbe the sequence of events in the analyzed series 
is definitely restricted, indicating that an “equalization” process is re- 
sponsible for the observed regularity in repeated trials. The most strik- 
ing of Marbe’s examples is his analysis of the sequence of birth regis- 
tration with the alternative characteristics of male and female. Marbe 
believes that he has proved that these iterations never exceed the 
length of seventeen and very seldom reach this sequence. As Professor 
R. v. Mises once sarcastically remarked, a father could be greatly dis- 
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appointed expecting the birth of a son after having found out that 
seventeen female births had been registered in succession. In 50 per 
cent of the cases his guess would be a failure (see R. v. Mises, Prob- 
ability, Statistics and Truth (London, 1939], pp. 198-202). 

The controversy originated by Marbe has lasted for more than four 
decades. While L. v. Bortkiewicz believed that Marbe’s fallacies can 
be easily disclosed by an a priori analysis of probability patterns and 
methods of sampling, R. v. Mises holds that only a thorough empirical 
investigation can prove or disprove Marbe’s hypothesis. Both, how- 
ever—Bortkiewicz as well as Mises—agree that Marbe’s observations 
do not contradict the assumptions of the theory of probability, if 
properly applied. In Mises’ terminology it means that birth registra- 
tions do represent “collectives” in the sense of series where the condi- 
tion of randomness is fulfilled, and, therefore, the theory of probability 
can be adequately applied to them. 

Professor Marbe, in spite of all his effort, has hardly refined the 
analytical apparatus used since his first publication and neglects the 
more powerful tools of modern mathematical statistics. He has ac- 
cumulated during his lifetime a vast amount of material which should 
induce statisticians to test the significance of his results, as twenty- 
five years ago it stimulated Professor v. Bortkiewicz to check Marbe’s 
previous analysis. 

Professor Marbe has never realized that even if his results were in 
contradiction to the probability patterns of independent events they 
could only suggest the selection of more adequate ones. He should have 
tested probability patterns of linked events when independence of 
events could not be assumed in special cases. Such patterns have been 
highly elaborated in connection with time-series analysis, but Pro- 
fessor Marbe has unfortunately not noticed more recent trends in the 
theory of probability. He certainly cannot blame mathematics for his 


having landed in a blind alley. 
EUGEN ALTSCHUL 


University of Minnesota 


Seasonal Variations in Employment in the United States: A Report 
Prepared for the Committee on Social Security. By W.S. WoytInsky. 
Washington: Committee on Social Security, Social Science Research 
Council, 1939. Pp. x+154. $1.50 (paper bound). 

Seasonal variations in employment are of vital concern to the Social 

Security Administration, particularly in connection with unemploy- 
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ment compensation, and Mr. Woytinsky’s study is designed to furnish 
a practical method of measuring these variations within each state as 
well as to give a preliminary picture of the problem for the country asa 
whole. 

Mr. Woytinsky uses as his measure of seasonal variation in employ- 
ment the arithmetic average of the absolute deviations of an employ- 
ment series from its twelve-month moving average. Obviously extreme 
deviations from the moving average are excluded, and for some series, 
where the fit of the moving average is particularly unsatisfactory, a 
six- or a twelve-month moving average of its first differences is used 
nstead. More accurate methods have been developed, as Mr. Woy- 
tinsky recognizes, but they are too complicated for his purposes, since 
many of the state agencies administering unemployment compensation 
have no trained statisticians. 

Mr. Woytinsky’s principal contribution to method is the use of 
absolute rather than relative deviations of the series from its moving 
average. He is correct in pointing out that most employment sea- 
sonals are more nearly absolute in amount than they are proportional 
to the level of the series. Moreover, it is convenient for him to have 
the results expressed in absolute numbers of employees so that the 
various seasonals can be combined directly into an over-all estimate of 
seasonal unemployment for the country as a whole. 

Assumptions regarding the mobility of labor are implicit even in 
deriving seasonal unemployment in a single plant from the employ- 
ment figures for its various departments, since individuals seasonally 
unemployed in one department may not fill the seasonal vacancies 
elsewhere in the plant. In arriving at a national figure, Mr. Woytinsky 
was obliged to make a great many assumptions. Taken together, they 
lead to the conclusion that while there is no seasonal mobility as 
between major industrial groups, that is, from say agriculture to con- 
struction, there is complete seasonal mobility, both geographic and 
industrial, in all other directions. In other words, the seasonally un- 
employed in one industry immediately fill any seasonal openings in any 
other similar industries (a watch factory and a copper refinery are 
similar in this sense) anywhere in the country; they never, on the 
other hand, find seasonal jobs outside the major group of industries in 
which they have been working. 

On balance these assumptions would appear greatly to exaggerate 
the seasonal mobility of labor and consequently to lead to a substantial 
understatement of seasonal unemployment. Nonetheless, Mr. Woy- 
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tinsky’s figures show that seasonal unemployment in nonagricultural 
pursuits averages over a million throughout the year and rises to over 
two million during the winter, when seasonal unemployment in agri- 
culture is also at its peak. The problem is therefore of sufficient im- 
portance to warrant further study, particularly research directed to 
substituting quantitative information for assumptions regarding the 


mobility of labor. 
H. C. BARTON, JR. 


Washington, D.C. 


Harvard Graduate School of Business Administration. Baker Library, 
Kress Library of Business and Economics. Catalogue Covering Mate- 
rial Published through 1776 with Data upon Cognate Items in Other 
Harvard Libraries. With Preface by ArtHur H. Coxe. Soldiers 
Field, Boston, 1940. Pp. x+414. 

This is a catalogue of a magnificent collection of economic material 
published up to 1776. It includes both the collections of the Kress Li- 
brary of Business and Economics, of which the second Foxwell collec- 
tion provided the core, and the related holdings of all other Harvard 
University libraries. As a published catalogue, it has no close rival in 
its field. The Higgs Bibliography of Economics, 1751 to 1775, will with 
the second volume, for the period of 1701-55, announced as soon to 
be published, cover substantially the same field. For the years 1751-75, 
common to both the Kress Library Catalogue and the Higgs Bibliog- 
raphy, the former lists 2,186 items, while the latter lists 6,741 items. 
The Higgs Bibliography, however, is not a catalogue; and as a collec- 
tion, chronologically arranged, of bibliographical information derived 
from a variety of miscellaneous sources, including even booksellers’ 
catalogues, and inadequately indexed, it is neither a convenient nor a 
wholly reliable tool of research. The Kress Library Catalogue has over 
the London Bibliography of the Social Sciences and the British Museum 
Catalogue the advantage of chronological arrangement, of better index- 
ing, and of inclusion only of items of special interest to economists. 

For scholars in the period covered, the Kress Library Catalogue will 
be an exceedingly valuable bibliographical tool. The Harvard collec- 
tions are rich, especially in British, and to a lesser extent in French, 
literature. A very large proportion of the British items of primary im- 

* Bibliography of Economics, 1751-1755, prepared for the British Academy by 
Henry Higgs (New York, 1935). Cf. my review, Journal of Political Economy, 
XLIII (1935), 817-20, and Hayek’s review, Economica, new ser., III (1936), 99-100. 
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portance are undoubtedly included. The arrangement is excellent, and 
probably the best available without undue enlargement of the volume. 
The items are arranged by years, and alphabetically within years, 
which seems to me the ideal general-purpose arrangement, provided, as 
is the case here, that there is also a complete index: by author, for 
items of acknowledged authorship; by title, for anonymous items; and 
by author and title for anonymous items for which attributions of 
authorship are made. 

There are few points on which even the most exacting critic could 
base complaints. The catalogue makes a bulky volume and will, by its 
nature, receive heavy use; the soft paper covers in which some, at least, 
of the copies are bound are therefore less than it deserves or needs. The 
noninclusion of post-1776 editions (or facsimiles) of works first pub- 
lished before 1777 seems a mistake, at least for scarce items and es- 
pecially for items, if such there be, of which no pre-1777 copy is listed 
in this catalogue. This applies also to post-1776 publications of early 
manuscripts hitherto unpublished. No special enterprise has been 
shown in attributing authorship to items published anonymously, and 
no general explanation is given as to what authorities were followed in 
attributing authorship to anonymous works where such attribution 
was made—a common, but serious, defect in bibliographies and cata- 
logues. The volume is excellently printed, but the printer’s (and pub- 
lisher’s?) light is nevertheless kept hidden under a bushel. Presumably, 
the Harvard University Press deserves the credit. 

We are told in the Preface by the librarian, Mr. Arthur H. Cole, that 
the Kress Library hopes to publish additional volumes, comparable to 
this one, carrying the catalogue down to the middle of the nineteenth 
century. It will be splendid if this can be done. British bibliographical 
work in the economics field has always been, for the most part, an 
amateurish, sketchy, and hit-and-miss affair, especially for the period 
after 1776. As far as economics is concerned, the new Cambridge 
Bibliography of English Literature, in scope and in quality of execution, 
has for this period fallen below even the mediocre British standards; 
and it is to be regretted that, if a good job were not to be done, it made 
any attempt at all to deal with this field. The economic bibliography 
in Volume II of the Cambridge History of the British Empire, which deals 
with the nineteenth century, is even worse in quality of execution. 
Good bibliography is a prime requisite for good historical work. For 
British economics, the period 1776-1850—important as it is for stu- 
dents of economic theory and economic history—still remains biblio- 
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graphically very nearly a trackless desert. There is no comprehensive 
bibliography of the period, and, with the exception of the bibliographi- 
cal information in Miss Williams’ excellent but highly selective Guide,? 
there is even no brief bibliography which is both well selected and 
reasonably accurate. The service which the Kress Library would 
render to scholars if it carried publication of its Catalogue through this 
period on the same plan and scale as for the earlier period would there- 
fore be very great indeed. 
Jacos VINER 


University of Chicago 


The Reconstruction of World Trade: A Survey of International Economic 
Relations. By J. B. Conpurrre. New York: W. W. Norton & Co., 
Inc., 1940. Pp. 427. $3.75. 

Professor Condliffe was research secretary of the Institute of 
Pacific Relations, author of the League of Nations’ annual World Eco- 
nomic Survey, and rapporteur of the International Studies Conference 
at Bergen in August, 1939. He has here skimmed the cream primarily 
from a hundred memoranda on commercial, policy—motives, causes, 
machinery, and results—prepared in a score of countries for that con- 
ference. He integrates the whole in an analysis and interpretation of 
the inter-war commercial history of the world. It is almost superfluous 
to say that he does it in an effective and convincing way. He com- 
ments on the prospects for the future but lays down no program of re- 
construction, despite the book’s title. 

Three points strike the reviewer. First, for all his authority in the 
field, the author cites only secondary sources, not only because his job 
was to synthesize but fundamentally because no man can deal with the 
primary sources for so large a field. We need synthesizers now more 
than we need Ph.D.’s citing an original source for each item in their 
small field of research. The book abounds in quotations from the source 
memoranda and other books; but the publishers give no permission to 
a reviewer to quote a line. 

Second, the author discusses the breakdown of the old multilateral 
relatively free system of international commerce which characterized 


* Judith Blow Williams, A Guide to the Printed Materials for English Social and 
Economic History, 1750-1850 (New York, 1926). Cf. my review, Journal of Political 
Economy, XXXVI (1928), 177-78. 
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the era of individualism and competition, of stable currencies and an 
international money market in London. He finds increasing economic 
rigidity as a chief cause of the passing of that system, but of less im- 
portance than political developments. He finds that politics dominate 
political economy, that the old system became unworkable not merely 
because states which nominally approved this system lacked the will 
to work it but because there were other states bent on its destruction 
as a part of their plans for military conquest of the world. The states 
which supported free enterprise did not sufficiently dominate the selfish 
interests within themselves, and they were too nationalistic to make 
the short-run sacrifices requisite for policies of international co-opera- 
tion to restore economic equilibrium. 

Third, his conclusion stresses the impossibility of a liberal com- 
mercial system without the establishment of collective security and the 
impossibility of collective security without the active participation of 
the United States. The outlook is thus virtually hopeless; for (aside 
from the chance of German victory) not less than four years of war 
would be required to reconvert the American people to the interna- 
tionalist sentiments they had in 1918; their belief in such a collective 
system and determination to help to enforce it must greatly exceed that 
which they then had if they are to save the post-war situation. 

The book strikes me as excellent and sound throughout, except fora 
few small points. The author slips in not making clear that the dis- 
turbing effects of a tariff revision on a given trade situation are not 
related to the height of the tariff but to the scope of recent increases. 
The British duties of 1931-32, though, as he says, they were “moder- 
ate”’ (i.e., on the basis of comparing total heights), mark the end of an 
era because they represented so drastic a change. Multiplying the 
value of the trade affected by the average rate of the increases in 
duties, the total increase in the British duties was about three times 
the increase contained in the Hawley-Smoot tariff of 1930 (excluding 
increases under the revenue acts of 1932 and later years); and the 
effects of the British tariff revision were accentuated by the effects of 
the depreciation of sterling. 

Because Germany had as much need of the Balkan states (collective- 
ly) as they (separately) had of German trade, the author thinks they 
(separately) bargained on equal terms with Germany, and according to 
three passages not unsuccessfully. In three other places, however, he 
shows how Germany forced the Balkans to finance their trade, de- 
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pressed their currencies, spoiled their export markets, and made them 
economic satellites. 

Professor Condliffe does not establish his dictum that discrimination 
discloses noneconomic motives. A discriminatory classification made 
in United States tariff bargaining may indicate only an intent to make 
a concession where it appears to be economically possible, or it may 
indicate a decision to withhold the broader concession until an eco- 
nomic price can be obtained for it. If Britain’s currency had depreci- 
ated as far as Japan’s and if imports from Britain had been increasing 
as did those from Japan, concessions made to other countries would 
have been defined so as to limit as far as possible further increases in 
imports from Britain. 

The author states that the passing of power from the legislature to 
the executive, which characterizes this period, makes for the success of 
pressure groups. Long observation in Washington does not lead me to 
support this view as applied to the United States. Further, though the 
trade controls in Germany fell into the hands of the producers, he 
notes later how they were all subjected to the will of the state. 

Americans should read the book and ponder America’s role in the 
world. Economists should read the book and join the Political Sci- 
ence Association, for politics dominate economics. 


BENJAMIN B. WALLACE 
Washington, D.C. 


Government Price-fixing. By Jutes Backman. New York: Pitman 
Publishing Corp., 1938. Pp. xi+304. $3.00. 


By price fixing Dr. Backman means “‘actions which are deliberately 
undertaken for the purpose of affecting, limiting the movements of, or 
setting specific prices.” The analysis, except for one chapter which 
reviews the World War of 1914-18 experience in the United States, 
deals with peacetime governmental price fixing here and abroad. A 
chapter each is devoted to price fixing during the World War of 1914- 
18, the N.R.A., the Agricultural Adjustment Administration, 1933-36, 
valorizations, and international agreements. These digests of experi- 
ence are followed by discussions of a number of important issues in the 
administration of price-fixing programs—as direct versus indirect pro- 
cedures, cost of production as a basis for price fixing, and miscellaneous 
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enforcement problems. In the concluding chapter there is a broad, 
over-all view. 

The merits of this volume are particularly in (1) its convenient sum- 
marization of the evidence scattered widely in the literature, (2) the 
classifications of methods of price fixing, and (3) a contrast between 
war and peacetime procedures and possibilities. From the standpoint 
of general interpretation and broad integration the study was prob- 
ably published somewhat prematurely. Undoubtedly it would have 
made a much greater contribution if it had received the benefit of Dr. 
Backman’s more recent researches and analysis as well as of that of 
other writers. A fundamental lack is the absence of interpretation ori- 
ented by the theories of imperfect and monopolistic competition. In 
addition there are too many trite and sweeping generalizations such as 
“laissez faire . ... is as dead as the proverbial dodo” (p.1). “‘There 
is little reason to believe that price-fixing undertaken by the govern- 
ment is sounder than that engaged in by private interests”’ (p. 4). 
“The lessons of history are clear . . . . the economic system won’t work 
half free and half controlled’’ (p. 278). So far as general conclusions 
are concerned, governmental price fixing in all forms is condemned in 
a sweeping manner. Yet much of the analysis is more temperate. The 
reviewer gained the impression as he followed the pages that the au- 
thor was unwilling to give the devil his due—even to the point of ex- 


cluding such possibilities as the replacement of private monopolistic 
price controls by those of the government when better alternatives are 
not available. 

The qualifications above are not intended to leave the impression 
that the volume is essentially weak, for it is a useful addition to the 
literature of price fixing. 


EwA.p T. GRETHER 
University of California 
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